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ABSTRACT 
This project i s a contemporary study of the economic 
development of Shanghai. We chose Shanghai for study 
because we believe that Shanghai, which was once known as 
•Paris of the East' , has been the focus of the economic 
development and reform of China since 1990. Prior to 
that time, the Special Economic Zones took the centre 
stage in the reform of China. In 1990, Shanghai came 
into the limelight with the opening of the Shanghai 
Securi t ies Exchange. Then in 1993, in a bid to deepen 
the reforms, the municipal government of Shanghai, with 
the support of the Chinese central government, unveiled a 
grand twenty year development programme with the 
objective of opening up and developing the Yangtze River 
Basin. The s t ra tegic position of Shanghai was then 
consolidated. 
From the study, we found that Pudong of Shanghai is 
developing by leaps and bounds. I t is going to be the 
f inancial , commercial and industr ia l centre of China. 
Large infras t ructure projects have ei ther been completed 
or are in progress to pave the way for the b i r th of a 
heavy weight champion. We will be able to witness the 
success of Pudong before the turn of the century. So 




 s head with the Dragon i t s e l f being 
the Yangtze River Basin. The responsibi l i ty of making 
the Dragon take off res t s upon the Dragon
1
s head. 
In the process of conducting research for th is 
project which extended from the summer of 1993 through 
April of 19 94, a number of important, i f not monumental, 
events took place. We took the opportunity to 
in-corporate the events into our project report and 
re f l ec t the i r e f fec ts on Shanghai. The events in 
question were the l i s t i ng of H shares of Chinese s ta te 
enterprises in Hong Kong, the unif icat ion of Renminbi 
currency ra tes , tax reforms (we barely touch th is topic, 
though), banking reforms, the establishment of a national 
foreign exchange centre and the debut of Morgan Stanley 
on the secur i t ies markets of China. There was also the 
introduction of a sixteen point auster i ty program to put 
a brake on the overheating economy in July 1993. 
Shanghai emerged unscathed from these measures and l e f t 
no doubt as to i t s entrenched development s ta tus . 
As we studied the twenty year development programme, 
we found that the t e r t i a ry industry of Shanghai was to be 
given the top p r io r i ty . A look at the current r e t a i l and 
property market lent weight to th is claim. What is most 
impressive is the development of the financial industry. 
I t i s the fas tes t growing industry of Shanghai and will 
continue to be so. 
iv 
In the context of the f inancial industry, we found 
that Shanghai was approaching an in tersect ion point with 
Hong Kong. Hong Kong for the time being i s the most 
important f inancia l centre in the Asia Pacific region. 
Shanghai, on the other hand, i s l ike an express t r a in 
racing towards the dest inat ion of becoming the region's 
f inancia l centre . Internat ional f inancial experts did 
opine that Shanghai was capable of achieving th i s goal by 
the turn of the century. We therefore delved deep into 
the study of how Hong Kong and Shanghai could possibly 
compete or complement with each other. In our study' we 
found that a win-win s i tua t ion could ex i s t ' at least in 
the foreseeable future . 
In the famous movie Casablanca, Humphrey Bogart 
said:"We'l l always have Paris ." In the case of Shanghai, 
in the l ight of i t s economic development, we can also 
proudly proclaim："We111 always have Shanghai (Paris of 
the East) ." 
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Over the past few years, the Western economies 
have a l l been in recession and have yet to make fu l l 
economic recovery. In contrast , most of the Asian 
-economies have been growing rapidly and the momentum 
of growth i s expected to sustain in the coming few 
years. This is especially the case for China with a 
population of 1.1 b i l l i on and which is always 
undergoing changes to open up fresh opportunities 
for businesses . 
In 1978, the PRC began implementing an economic 
reform program in an ef for t to rev i ta l ize the economy and 
improve the standard of l iving. Since then, the PRC's 
economic pol ic ies have allowed for an increasing degree 
of l ibe ra l i za t ion from a central ly planned economy to a 
more market-oriented economy. 
The economic reforms resulted in an average of 9 
percent growth during the las t decade, despite the 
economic tightening measures in 1988. In 1993, the 
economic growth accelerated, with industr ial output 
increasing by 23.6 percent over 1992. On the other hand, 
in f la t ion h i t an annual 19.5 percent in 1993 in the major 
c i t i e s . With the auster i ty measures in place since the 
l a t t e r half of 1993, the overheated economy was cooled 
down to a certain extent temporarily. The PRC government 
prefers to have a steady growth and intends to keep the 
2 
GNP growth rate at 9 percent for 1994, down from 13 
percent in 1993. 
Inside China, the focus of growth has been on the 
five special economic zones, namely, Zhuhai, Xiamen, 
Shantou, Shenzhen, Hainan and the 14 coastal c i t i e s . 
Lately, as a resul t of i t s advantageous position (in 
terms of geography, h is tor ica l development, human 
resources e t c . ) , government support and the investment 
incentives, Shanghai is being groomed to play a leading 
role in boosting the economic development in the Yangtze 
River Delta . 
The rapid economic growth of Shanghai can be 
demonstrated by the fact that i t s economic development 
pace surpassed the country
1
s average for the f i r s t time 
in 1992, with an average growth rate of 10.4 percent. 
I t s gross production, imports and exports, and tota l 
consumer commodity r e t a i l sales increased about 20 
percent. GNP for 1992 amounted to RMB106.6 bi l l ion, 
representing an increase of 24 percent over 1991.
1
 Table 
1 on next page shows the growth of GNP over the past 
seven years• 











199 2 106.6 
Source: Statistical Yearbook of Shanghai. 1993. 
Shanghai has the potent ia l to surpass the economic 
performance of the other areas inside China and become an 
in te rna t iona l economic, mercantile and f i s ca l centre. I t 
i s at the heart of Bei j ing 's plans to develop the Yangtze 
corr idor into China's economic powerhouse for the next 
century — in large par t , i t i s thought, to counter the 
growing economic autonomy of the southern coastal 
provinces . 
Ins t iga ted by Shanghai's rapid development, we want 
to explore in th i s paper the following: 
(a) What area(s) wil l be the focus of growth； 
(b) What does Shanghai possess which enables i t to become 
the most important f inancial market in China; 
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(c) Whether Shanghai wi l l lock horns with Hong Kong or 
even replace i t as a major f inancia l centre in Asia； 
or whether i t s development wi l l also benef i t Hong Kong 
and 
(d) What are the obstacles to growth and the future 




The economy of China in general and Shanghai in 
par t i cu la r , i s developing fa s t . A study of th is 
type ca l l s for close monitoring since there are new 
、things happening almost everyday. And in order to 
evaluate the impact of new measures introduced by 
the Chinese central government and/or the Shanghai 
municipal government, we have to look back a number 
of years to find what the s i tuat ion at that time was 
l ike . In th i s project , we therefore have _ followed 
three approaches, namely researching publications, 
attending seminar and conducting interviews. 
(1) Researching Publication 
A vast range of trade journals, publications, books 
and newspapers dating as far back as 1991 and as la tes t 
as April, 19 94 were researched and reviewed. South China 
Morning Post and the Chinese newspaper Economic Journal 
had been referenced extensively for up-to-date economic 
and f inancial information on China and Shanghai. Most 
of the s t a t i s t i c a l data was obtained from the South China 
Morning Post to present as current a s i tuat ion as 
possible• 
China Economic News also served as an invaluable 
s o u r c e of information, especially in providing detailed 
s t ra teg ic development information on China. 
in the process of writing up the financial industry 
o f shanghai and China, we drew on the material contained 
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in some journals as well as the following books: China' s 
Capital Market by Hu Yebi,. a Chinese book ( translated 
English t i t l e : Key to Investing in Chinese Enterprise 
Stocks) wr i t ten by Ms K.Y. Dai, who was a director at 
Peregrine； and China Review 19 93, edited by Joseph Cheng 
and Maurice Brosseau. 
Analysis reports published by f inancial in s t i tu t ions 
in Hong Kong, l ike China Quarterly by Wardley James Capel 
had . also been made use of. 
(2) Attending Seminar 
We also attended on January 18, 1994 in Hong Kong a 
seminar j o in t l y held by Trade Development Council of 
Hong Kong and Chinese o f f i c i a l s . The speakers focused on 
the investment opportunit ies in China and Shanghai. They 
also de ta i led a twenty year development plan of Shanghai. 
After the seminar, we also took the opportunity to have a 
discussion with the TDC director of the Shanghai of f ice 
who was one of the speakers. 
(3) Conducting Interviews 
We did a ser ies of interviews with professionals who 
had exposure and contact in China. Our c r i t e r i a of 
choosing the interviewees were that they had to be in the 
f inancia l f i e l d and had knowledge of Shanghai. One of 
them came from investment firm which had stakes in China. 
Others were with the banks in Hong Kong. Their 
experience in both Hong Kong and China and especially in 
Shanghai proved very useful because they could discern 
the differences and s imi l a r i t i e s between Hong Kong and 
7 
China/Shanghai. They were also well versed in the 
l a t e s t development in Shanghai and China. 
8 
CHAPTER I I I 
SHANGHAI 
Background Information 
In 1984, to broaden the base from which China 
.could a t t r a c t foreign investment and technology, 14 
coasta l c i t i e s were declared 'open' . These c i t i e s 
were to augment the pace of economic reform 
i n i t i a l l y begun in the four Special Economic Zones 
of Shenzhen, Shanton, Zhuhai and Xiamen (Hainan, the 
f i f t h one, came la te r ) which were established in 
1980. Shanghai was one of the designated open 
coasta l c i t i e s to regain i t s glory of the old days. 
I t has been widely known as the larges t c i ty in 
China and i s one of the three municipal i t ies in 
China. Pertinent information about th i s 
municipali ty i s shown in the table below: 
TABLE 2 
STATISTICS OF SHANGHAI 
6，186 sq kilometres 
Population 12.9 million Growth over 腿 
Gross National Product RMB 105.4 billion +1^ 9% 
Gross Industrial Output 誦 242 billion +202/o 
Gross Agricultural Output RMB 7.8 billion 
Exports US$6.5 billion ^.3% 
Imports US$3.2 billion +38'5% 
DirectForeign Investment: +451% 
-Number of projects 丄 ^ 1 厶 0 / 
-retractedamount US$3.3 billion 
Source: -qhanahai S t a t i s t i c a l Bureau 
Situated near the mouth of Huangpu River, close to 
i t s confluence with the Yangtze Delta (See Appendix 1), 
Shanghai enjoys a remarkable and unrivalled posi t ion. I t 
i s the larges t port for ocean going vessels and r iver 
9 
c ra f t which ply the Yangtze and i t s t r ibu ta r i e s , which 
run deep into the heart of China. 
Shanghai a i rpor t i s second only to Beij ing's in 
importance, control l ing a comprehensive domestic network 
as well as an increasing number of internat ional f l igh ts 
l inking i t d i rec t ly to North America and Europe as well 
as to Asian dest inat ions . Rail connections are also good 
and passenger services on China
1
s slow t ra ins were 
improved by the opening of the new railway stat ion in 
1988 . 
Shanghai was regarded as a centre of industry, 
trade, and science and technology, as well as of finance 
and culture early in the ancient times. I t i s also well-
known that Shanghai was a f inancial centre in the past . 
I t has long been a gate to the in te r ior of China, 
especial ly the provinces in the Yangtze Valley; and to 
countries and regions a l l over the world, and is one of 
the most important collecting and dis t r ibut ing centres 
for import and export commodities. 
Shanghai produced a twelfth of China's industr ial 
output, yielding no less than a sixth of national 
revenue. During the early 80's, Shanghai contributed 
nearly 90 percent of i t s tax revenue to the central 
government. Shanghai was handcuffed due to insufficiency 
o f fUnds to develop the c i ty . That percentage was 
brought down to about 60 percent under a new tax system 
introduced in 1993. I t i s the large amount of Shanghai's 
f inancial contribution in the past and i t s loyalty that 
10 
resu l t in the government•s support for i t s economic 
development. 
Despite the inf ras t ruc ture and internal financing 
problems, Shanghai
1
s importance to China has never been 
challenged. We can see in the following chapters that 
various sectors such as finance and stock market, trade, 
real es ta te and investment are enjoying sat isfactory 
growth. 
The New Development Areas of Shanghai 
In order to a t t r ac t investment, three development 
zones were established in Shanghai: H〇ngqia〇， Minhang and 
Gaohejing in 1986. In the la te 1980's, to cater for the 
ant ic ipated rapid expansion of Shanghai, Pudong located 
on the east bank of the Huangpu River and to the 
Southwest of the Yangtze estuary, was ident i f ied as 
another new development area to foster the revitalizat土on 
of Shanghai which was once known as , Paris of the East
1
 . 
The Yangtze r iver which s t a r t s around Shanghai and ends 
in the west in Qinghai Province is referred to by policy 
m a k e r s as the Dragon, and Pudong as the Dragon' s head. 
Pudong therefore i s assuming an important role in the 
development not only for Shanghai, but also for the 
ent i re Yangtze River Delta and regions along i t . 
The scale of the proposed new area in Pudong, which 
i s 20 times larger than the i n i t i a l three development 
areas, i s immense and is proposed to be one of China's 
major focal points for economic development in the next 
11 
decade. The location of the new development areas in 
Shanghai are iden t i f ied in Appendix. 2 The following 
sections elaborate more on the areas with special 
emphasis on Pudong. 
Hongqiao New Area
2 
The Hongqiao New Area is located on the Southwest 
fr inge of the c i ty en route to the airport and comprises 
65.2 hectares . The original conceptual plan for the new 
area was the provision of a comprehensive and integrated 
zone catering for foreign trade service and financial 
sectors . 
The new area has developed as a competing centre to 
the t r ad i t iona l business area surrounding the Bund and 
has in the recent past been preferred as a business 
location by foreign corporations. 
Caohej ing
3 
The Shanghai Caohej ing Hi—Tech Park is the f i r s t 
economic and technological zone aimed at developing h i -
tech and newly emerged technology (e.g. electronics, 
opt ical f ibre communication, biochemical and computer 
2»Shanghai Property - An Analysis of the Grade A 
Office Market." -Tnn s^ Lara Wootton, August 1993. 
3»shanghai Property 一 An Analysis of the Grade A 
Office Market. " •TonP.s Lana Wootton, August 1993 . 
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software) . I t i s located to the Southwest of the city, 
about 11 km away from the People
1
 s Square and seven km 
from the Hongqiao Airport and covers an area of five 
square km. 
At the end of 1991, there was a to ta l of 112 
enterprises including 50 with foreign part icipat ion. 
Foreign firms active in the new area include 3M, AT&T, 





s f i r s t s a t e l l i t e town founded in 
1957 i s located 3 0 km Southwest of Shanghai ci ty with the 
Minhang New Area encompassing an area of 2 .13 square km. 
The s tatus , as a new area, enabled the town to capital ize 
on i t s existing industr ial base of heavy machinery and 
pre—fabricated c iv i l construction components and 
diversify into industries such as tex t i les , foodstuffs, 
electronics and pharmaceuticals. 
Pudong - Manhattan of the East
5 
The Pudong New Area in Shanghai was of f ic ia l ly 
established in early 1990. Work is now underway on a 
4"shanghai Property 一 An Analysis of the Grade A 
o f f i C e Market. " •TnriP.s Lana Wootton, August 1993. 
5 c h en Zhilong. "New Pudong Zone in Shanghai." China 
Digest, Autumn Issue 1993, P.9. 
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f inancial and trade zone, an export processing zone and a 
free trade zone. All are to be developed within the 
Pudong zone . 
The name Pudong refers to the whole area of the east 
bank of the Huangpu River, which bisects Shanghai c i ty . 
Over the past half century, the ci ty of Shanghai has 
mainly developed on the west bank of the Huangpu River -
the Puxi area. Pudong was Shanghai's slum area and had 
only few docks, warehouses and factor ies . 
The Pudong New Area is only part of the whole Pudong 
area. I t covers 350 square km. In the early 1990s, the 
zone had a population of 1.1 million people, of whom 
400.000 reside in the urban area. The zone
1
s annual 
gross industr ia l output has reached RMB13 bi l l ion per 
year. I t amounts to 10 per cent of the to ta l value of 
indust r ia l output of Shanghai c i ty . The zone's major 
industr ies include petroleum, ship building, iron and 
s tee l , construction materials, machine building, and 
shipping transportation. 
Since early 1990 the Shanghai Municipality has 
ident i f ied certain pr ior i ty sectors in the ten-year plan 
( t h e 19 9 0s) of development of the Pudong New Area. Under 
the plan foreign direct investment and modern technology 
are encouraged in these key economic areas. 
1. Energy and transportation 
T h e S e include: e lec t r i c i ty and central heating 
supply; the development of transportation, storage, 
and refining of oi l and petroleum; construction of 
14 
harbour, por t , warehouses and other supplementary 
f a c i l i t i e s ; and building of roads and r a i l systems. 
2 . I n f r a s t ruc tu r e 
I t includes gas, water supply and sewage； roads and 
bridges; post and telecommunications,- and devices for 
environmental pro tec t ion . 
3 . Import -subst i tu t ing indus t r ies and indust r ies for 
export sa les (in the indus t r i a l and the agr icu l tura l 
s ec to r s ) . 
These include communication f a c i l i t i e s ; computers; 
e lec t ron ic parts； semi-conductor precision 
instruments； precis ion machines/ hi—tech medical 
instruments; automatic o f f i ce work f a c i l i t i e s / food 
processing f a c i l i t i e s ; and other advanced equipment 
and machines. In addition, r e t a i l and finance 
markets have also been opened to foreign investors, 
although normally, engagement in those areas needs 
cent ra l government's approval. 
There are f ive individual d i s t r i c t s each with i t s 
own development p r i o r i t i e s . The charac te r i s t i c s and 
land-use planning of the d i s t r i c t s are l i s t ed as follows： 
qaocdao—Gaoaiao Sub—Area
6 
_ Planned area 75 square km., population 260,000. 
6H ong Kong Trade Development Council. Business 
n p p ^ n n i t i e ^ ^ P—oncr, Shanghai. Hong Kong, 1991, p.5. 
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一 The construction of a major modernized port began in 
1991. Along the east bank of Waigaoqiao, a new base 
for building and repairing 100,000-tonne class ships 
wil l be constructed. Another area of five square km. 
wil l be reserved for the development of a support 
base for the exploration of o i l f ie lds in the East 
China Sea . 
- The development of export processing zones, and 
foreign investment zones of five to ten square km. 
each will be undertaken at the same time, 
concentrating on the development of technologically 
advanced export products, including automatic 
instruments, machineries and off ice equipment. 
一 The establishment of a bonded area with bonded 
warehouses will provide a storage and transhipment 
centre for re-exports. 
Oiricrriinasi’Tinaiao Sub-Area
7 
_ Planned area 21 square km., population 340,000. 
_ u t i l i z ing the existing shipbuilding and navigation 
instrument industries and the shipbuilding base to be 
bui l t in Waigaoqiao Sub-Area for the development of 
support industries . 
_ I n t he area reserved for those industries to be moved 
from the Shanghai ci ty proper, i t is planned that 
i Z ^ ^ ^ d e Development Council, business 
nnnortunit ir- ir — . H o n g Kong, 1991, P . 5 . 
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pol lu t ion- f ree industr ies such as machinery, 
e lec t ronics , l ight industry and t ex t i l e will be 
developed. 
- Assigning an area of 1.5 square km. for the 
establishment of a foreign investment d i s t r i c t to 
develop export-processing industry. 
Liuiiazui-Huamu Sub-Area
8 
- Planned area 28 square km., population 350,000. 
- As an area facing the Bund on the other side of 
Huangpu River, i t wil l develop finance, trade, 
commerce, real es ta te , consultancy and other services 
for foreign businessmen, forming an extension of the 
Bund. 
- The Huamu area wil l be developed into an area for 
administrative off ices , wholesale business and 
various social services and high-class apartment 
building . 
7.hn-iH -i du-Linl -i .Sub-Area
9 
- Planned area 34.square km., population 400,000. 
— u t i l i z i n g the existing foundation as the base for the 
production of s teel plates for shipbuilding, the 
8Hong Kong Trade Development Council. Business 
n p p ^ . m i t i e ^ in Pudong.^lianghai. Hong Kong, 1991, p.6. 
9Hong Kong Trade Development Council. Business 
OnnortuSl ie- ^ P^ona, ShamMi. Hong Kong, 1991, p.6. 
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production of quality f loat glass for automobiles, 
and the development of new construction materials 
such as glass f ibre . 
- An area of one square km. will be reserved for the 
development of an auxiliary industr ia l zone. 
Beicai-Zhancri iancr Sub-Area
10 
- Planned area 19 square km.A population 350,000. 
- I t i s planned to be a new base of science and 
education. Stress will be laid on high technologies 
and newly developed industries, such as precision 
medical apparatus, computer software, etc. 
Preferent ia l Treatment for Investors 
in Pudona New Area 
In 1992, Shanghai Municipality was granted the right 
to examine and approve on i t s own the set-up of foreign 
companies engaging in export processing ac t iv i t i es in the 
Waigaoqiao free trade zone. The Municipality was further 
granted the right to examine and approve large- and 
medium-size s ta te enterprises individual rights to engage 
in direct import and export ac t iv i t i e s . Shanghai 
Municipality's right to examine and approve i t s Pudong 
zone's productive projects was also expanded: the 
Municipality now has the right to examine and approve any 
Development Council. Business 
一 r t u l i ^ ^ ^ I I ^ M l ^ . Hong Kong, 1991, p.7. 
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productive projects with a to ta l investments below RMB200 
mill ion. The Municipality was further granted the right 
to issue i t s own bonds and shares with an upper limit 
agreed by the central government. 
In addition, the central government has also taken 
various measures to make sure that the Municipality 
ra ises approximately RMB4 b i l l ion annually to develop i t s 
Pudong New Area over a given number of years• Included 
in these RMB4 b i l l ion is a sum of RMB300 million to be 
received di rec t ly from the central government, a further 
RMB500 million of bonds is to be issued for construction 
ac t i v i t i e s , and RMB10 0 million worth of A shares is to be 
issued for other development projects . In addition, 
US$100 million worth of B shares (Chapter IX describes A 
and B shares in detai l) will be issued and a US$300 
million loan will be raised for these same development 
projects in each year between 1992 and 1995 inclusive. 
With these new management rights Shanghai government now 
h a s the f l ex ib i l i t y to f a c i l i t a t e the development of 
Pudong New Area . 
Preferential treatment offered to foreign investors 
in Pudong New Area includes: 
1. There is the conventional preferent ial tax polices. 
Foreign investment companies with a contract l i f e of 
t e n years or longer engaging in productive ac t iv i t ies 
e n j o y a two-year tax holiday from the time when they 
s t a r t making p ro f i t s . They also enjoy 50 percent tax 
reduction for the following three years af ter the 
two-year tax holiday. 
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2• Foreign investment companies when set t ing up 
businesses are exempted from import customs duties 
and Consolidated Industr ia l and Commercial Taxes 
(CICT)
11
 on transport and other equipment, and on 
major and supplementary indust r ia l materials which 
are imported. The same rule also applies to the 
import of o f f ice equipment for the i r own use, as well 
as relevant electronic goods and cars used by the i r 
famil ies . For goods which are exported intermediate 
inputs purchased abroad wil l be exempted from both 
import customs duties and CICT. 
3 • Foreign investment companies may engage in the 
construction of a i rpor t , harbour, rail-system, roads, 
power s ta t ion and other energy projects . For a l l 
these projects , they enjoy a five-year tax holiday 
s t a r t ing from the time they make p ro f i t s from the 
relevant projec ts . They also enjoy a 50 percent tax 
reduction for the following five years a f t e r the 
five—year tax holiday. 
4. Foreign businessmen are allowed to apply to set up 
banks, f inancial and insurance companies in the 
HBeginning from January 1994, as part of the tax 
reform introduced by central government, CICT has been 
reSaced ^y Value Added Tax 丨 丽 ） ^ a t u r n r 
t a x D a i d by foreign enterprises at different rates in 
d i f f e r e n t Regions. VAT also replaces the product tax 
which^as pai'd by domestic f . r m s on the turnover VAT 
“ v.^  1 ^ri at a uniform rate or 丄 / percent u丄丄 a丄丄 
except for imports of some agr .cul tural and energy 
故 二：二二二二 
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Pudong New Area. They are also allowed to engage in 
some r e t a i l a c t i v i t i e s , e .g . , building department 
s tores and supermarkets. 
In the Pudong area, there were about twenty foreign 
investment companies before i t was transformed into the 
special economic zone. Since the establishment of the 
new Pudong zone, foreign investment companies have risen 
in number to more than 400. Some American, French and 
Japanese banks have also set up branches in the Pudong 
New Area. High hopes are pinned on the development of the 
Pudong New Area and some people even cal l i t 'Manhattan 
of the Eas t ' . 
s t a t i s t i c s of Pudong 
The following table shows the percentage composition 
of GNP of Pudong in 1992. 
TABLE 3 
COMPOSITION OF GNP OF PUDONG 
Industry Percentage % Increase over 1991 
Primary 3T JOU 
Secondary 63.6 ^IJ 
Tertiary 3^ 2 1^ 03 
S o u r c e ： 优 a t i p f k a l Year Book of Pudonq 
T h e impressive growth rate of Pudong in comparison 
to Shanghai as a whole can be seen in the following 
t a b l e which compares the percentage increase of 1992 over 
1991 of the major economic and social indexes: 
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TABLE 4 
COMPARISON OF GROWTH RATE OF 
PUDONG AND SHANGHAI 
Pudong Shanghai 
Popu l a t i on a t yea r end 2.4% 0.2% 
S t a f f & workers a t yea r end 30.7% -1.3% 
GNP 21.2% 14.9% 
GSP 50.3% 18.8% 
NI 28-0% 17.0% 
To ta l ou tpu t va lue of i ndu s t r y 55.2% 20.2% 
To ta l ou tpu t va lue of a g r i c u l t u r e 6.7% 5.8% 
To t a l - i nve s tmen t in f i x ed a s s e t s 160% 38.4% 
Number of f o r e i g n funded c o n t r a c t s 52 0% 450% 
Fore ign funded investment 1,240% 650% 
Number of j o i n t equ i t y ven tu r e s 67 0% 8.8% 
Investment by j o i n t equ i t y ven tu r e s 5,820% 1,050% 
To ta l va lue of commercial r e t a i l s a l e s 56.9% 21.7% 
To ta l wages of s t a f f & workers 69*1% 14,2% 
Average wages of s t a f f & workers 29.3% 15.1% 
Income of fa rmers 23.4% 5*5% 
Per c a p i t a income of farmers 35 . 6% 6 • 0% 
Source： '93 S t a t i s t i c a l Year Book of Pudong 
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CHAPTER IV 
INDUSTRIAL MIX OF SHANGHAI 
This chapter opens with a discussion of the major 
industr ies of Shanghai. Following that is a review 
of the amount of foreign investment channelled into 
Shanghai• 
Seven Pi l l a r Industries
1 2 
There are seven major or so called p i l l a r industries 
in Shanghai. They are as follows： 
1 • Manufacturing of transport equipment 
Led by sedan-making and followed by the manufacturing 
of ships, aeroplanes, containers and subway coaches, 
i t s output value amounted to RMB15 bi l l ion in 1992. 
2. Electronic and telecommunications devices 
With program-controlled exchanges as the lead, the 
industry includes optical f ibre telecommunications 
c i rcu i t s and computers, facsimiles, mobile phones, 
large-scale integrated c i rcui ts and computers. Major 
program-controlled exchange and one-micron large-
scale integrated ci rcui t projects of State-level are 
to be constructed in Pudong in recent years. 
3 . Iron and steel 
With the Baoshan Iron and Steel Group at the head, 
t h e industry comprises other iron and steel 
News (No.21) 7 June 1993, p.3. 
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complexes. The industry 's output value came to RMB2 5 
b i l l i on in 1992 and i t s production capacity will 
reach 15 million tonnes at the end of the century.、 
4. Petro and fine chemicals 
Led by petrochemicals, the industries will acquire an 
important position in the country with i t s present 
capacity as well as a new refinery capacity of six to 
eight million tonne to be bui l t in the next two 
y � a r s . 
5. Complete sets of machinery ins ta l la t ion 
The most noticeable in the industry is the production 
of equipment of power stations with 2,5 million KW 
capacity and the technology capability of turning out 
600, 000 KW supercr i t ical generating uni ts . 
6. Home appliances 
The making of home appliances including a i r 
conditioners, ref r igera tors , microwave ovens and 
audio—video combinations is known for i t s high 
production capacities and high rate of using domestic 
components and par ts . I t i s str iving to narrow the 
gap between the level of i t s products and that of 
advanced international standards in the next few 
years . 
7. Construction 
I t includes the production of building materials and 
machinery and decoration of buildings. The industry 
is accommodated with a vast market following the 
development of the Pudong area and the large-scale 
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construction of Shanghai downtown area involving the 
building of several dozen large engineering projects. 
The following table shows the percentage composition 
of GNP of Shanghai in 1992 . Secondary industry made 
up the largest component. I t in fact has been the 
largest contributor to GNP over the past years. 
TABLE 5 
、 COMPOSITION OF GNP OF SHANGHAI 
I n d u s t r y Percen tage 
Primary 3.2 
Secondary 63.6 
T e r t i a r y 33 • 2 . _ 
Source： '93 S t a t i s t i c a l Year Book of Pudong 
Foreign Investment 
The foreign investment in this section refers to 
both secondary and t e r t i a ry industries. Tertiary industry 
i s covered in Chapter V. Appendix 3 has been added to 
describe in deta i l the different forms of investment 
commonly found in China. 
Favorable Investment Environment 
In a survey conducted by China Business Review in 
1991 of 306 senior executives in charge of overseeing US 
investment projects in China, Shanghai emerged as the 
favorable location for investment in terms of average 




SURVEY RESULT SHOWING PREFERENCE 
LOCATION FOR INVESTMENT 
Loca t ion of Average r e t u r n % responding % responding 
j o i n t v en t u r e on investment 'above expected
 1
 below expected 
R〇I) (¾) r e s u l t s ' r e s u l t s • 
Shanghai 16.2 43 7 
B e i j i n g 13.2 29 32 
Guangzhou 13.3 29 0 
Shenzhen 13.6 49 3 6 
Other SEZs 11.4 3 0 3 0 
Coas t a l c i t i e s 10.9 42 32 
In l and c i t i e s 10.1 33 49 
Tianj in 8 .5 35 3 5 
Source： China Business Review, Nov - Dec, 1992. 
Shanghai i s also ranking high in c i t i e s which 
regis tered the largest increase in foreign investment in 
1992. S t a t i s t i c s show that Shanghai approved a to ta l of 
2,012 foreign funded enterprises (FFEs) in 1992 involving 
a t o t a l of US$3,357 b i l l ion in foreign investment under 
agreement, with the respective growth rates higher than 
the national averages. In the Pudong New Area alone, 600 
foreign-funded projects were approved involving US$1.3 
b i l l i on of foreign investment. 
On the average, 5.5 projects were approved and 
US$9,173 million of foreign investment were put in daily 
in 1992. Up to the end of 1992, the ci ty had approved a 
to t a l of 3,289 foreign-funded projects, involving 
US$6,689 b i l l ion in foreign investment. 
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The area for investment has also been widened. 
New and high-tech pro jec ts funded by foreign investment 
cover microelectronics , chemicals, medicines, 
telecommunications, aviat ion, precis ion meters and 
instruments, and microbiology. Famous t ransnat ionals 
l i ke Du Pont and Johnson of the U.S., Itochu, Mitsui, and 
Marubeni of Japan were among the f i r s t to s t a r t wholly— 
owned en te rpr i ses or jo in t ventures in the Pudong New 
Area.、 Ter t ia ry industry projec ts also have developed 
rap id ly . 
Projects of rea l es ta te , commerce and catering 
t rade, foreign trade and finance which were very few or 
non-existent in the past years have also a t t r ac ted many 
foreign inves tors . Not only a large nuimber, but also 
p ro jec t s of increasingly large amount of foreign 
investment in Shanghai in the past year r e f l e c t s the 
increasing confidence of foreign investors in the area. 
Projects with investment exceeding US$5 mill ion to ta l l ed 
143, with a t o t a l foreign investment under agreement of 
US$2.063 b i l l i o n . 
Shanghai not only enjoys geographical advantages but 
also a l i b e r a l and f lex ib le policy. Beginning from April 
1, 1992, the municipal government decided to decentral ise 
t h e power of approving FFEs each with an investment of 
below US$500 mil l ion to the d i s t r i c t , county and bureau 
l eve l s . The departments authorised to approve FFEs have 
increased from one to 39. In 1992, 1,556 P ^ e c t s were 
approved by d i s t r i c t s , counties and bureaus, up 2.65 
folds over the t o t a l in the preceding years, accounting 
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for 77.83 percent of the c i t y ' s t o t a l , or 31 percent over 
the average ra te of the preceding years. Foreign 
investment put in 1992 to d i s t r i c t s , counties and bureaus 
t o t a l l ed US$946 million exceeding the to ta l in the 
preceding years by 2.52 folds, accounting for 28.19 
percent of the c i t y ' s t o t a l . 
The sound investment environment has continued to 
a t t r a c t investors from Hong Kong, Japan, the U.S., Taiwan 
and Bri ta in and also investors from Saudi Arab, Russia, 
Panama, Uruguay, and Papua New Guinea. In 1992 alone, 
foreign investors came from ten more countries and 
regions to bring the number of countries and regions to 
37 in t o t a l . Now, 80 percent of the FFEs in operation in 
Shanghai have entered the period of p rof i t making, 17 
percent above the national average. 
Area for Improvement 
Though the investment is growing, i t i s not without 
problems. Foreign investors, especially those with 
in te res t on inf ras t ruc ture projects , complained that the 
process to get approval was too long. Six months is the 
exception whereas 12 to 24 months i s the norm. Investors 
s ta ted that projects of minor scale, e.g. a 600MW power 
plant , need not wait so long. 
Sometimes the Central Planning Council would 
overrule decision on the use of funds and terminate some 
proposed projects . China should have a streamlined 
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i n f r a s t ruc tu re projects agency, which wil l be able to 
decide the government level consents the di f ferent types 
of projec ts wi l l need.
 1
 At the moment, the Chinese are 
to a large extent relying on foreign investors to come 
forward with proposals. We are suggesting a central 
organization where national p r i o r i t i e s are se t .
 1
 said 
David Renton, London partner of law firm McKenna and Co. 
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CHAPTER V 
TERTIARY INDUSTRY OF SHANGHAI 
This chapter looks at the t e r t i a ry industry of 
Shanghai. This industry is assuming ever more 
importance, as evidenced by i t s growth and the 
di rec t ion of the Shanghai municipal government 
(covered in de ta i l in the next chapter) to 
accelerate i t . 
Retail Market 
China Market 
No country, region or enterprise that wants to be 
considered a global player can afford to ignore the huge 
China market. With a population of more than 1.1 b i l l ion , 
China
1
s market offers substantial potent ia l . Since 
announcing the opening of i t s r e t a i l market on an 
experimental basis , China has a t t rac ted many foreign 
investors to knock the door. Among a l l , department 
stores and fashion are the two hot test areas that lure 
foreign investment• 
At present, China only allows foreign investors to 
pa r t i c ipa te in the r e t a i l industry in six c i t i e s , namely 
Beijing, Tianjin, Shanghai, Guangzhou, Dalian and 
Q i n g d a o , and five Special Economic Zones, namely Hainan, 
Shenzhen, Shantou, Xiamen and Zhuhai. A look at 
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s t a t i s t i c s compiled by China Economic News in the January 
18, 1993 issue sheds l ight into the booming r e t a i l 
market. 
The s t a t i s t i c s shows that from January through 
November, 1992 the nation-wide r e t a i l sales of consumer 
goods stood at RMB858 b i l l ion , an increase of 15.8 
percent from the year—ago figure. Those of the urban 
areas amounted to RMB482.1 b i l l ion , up 18 percent while 
those . in the countryside (involving counties and under) 
came to RMB37 6 b i l l ion , up 12 .9 percent. Latest figures 
released by the State S ta t i s t i ca l Bureau showed that 
consumer r e t a i l sales in 1993 posted a nominal increase 
of 26.1 percent from 1992. 
Shanghai Retail Market 
The market i s especially favorable in Shanghai 
because of the change of a t t i tudes of the people and the 
municipal government. In fact, since 1989, stores and 
shops in Shanghai have been allowed to source their goods 
d i rec t ly from factories across the country, instead of 
having to do i t through a government bureau. They have 
also been allowed to get involved in wholesaling. This 
h a s resulted in a dramatic increase in the variety of 
g o o d s for sale. Shanghainese' age-old prejudices against 
foreign goods have also changed. The c i ty ' s premier 
department store, the Shanghai No. 1 Department Store, 
displays i t s goods according to their places of orxgin. 
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The r e t a i l sales of Shanghai in 1992 stood at RMB48 
b i l l i on . 
The factors contributing to the change of consumer 
a t t i tudes are easy ava i lab i l i ty of goods and r is ing 
income. With an urban population of around 12 million, 
Shanghai i s home to the most aff luent , the most educated 
and sophisticated consumers in China, according to 
Willington Chu, research manager of Survey Research 
Group(China)
13
. Shanghai has a significant middle class 
and a larger number of wealthy residents than Beijing or 
Guangzhou. The following table shows the mean household 
income in RMB of the three c i t i e s in 1989, 1991 and 1993. 
TABLE 7 
MEAN HOUSEHOLD INCOME IN RMB PER MONTH 
1989 1992 1993 
Be i j ing 438 563 848 
Guangzhou 508 725 1,073 
Shanghai 437 570 L ^ 
Source： Purvey Research Group China. 
Rig Spenders 
According to Chu, Shanghai has the highest r e t a i l 
sales volume in China, and shoppers have the choice of 
local department stores, foreign department stores and 
smaller shops. There are also a group of very rich 
consumers comprising those who amassed fortunes quickly 
13 :qm汁m Ch—- Molina Post February 2, 94. 
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through real es ta te and stock market speculation and 
those who made money through successful business deals. 
Often vsiry r ich consumer's include the offspring of senior* 
government o f f i c i a l s and Chinese executives of foreign 
companies . 
Instead of s e t t l i ng for anything that was available 
pr ior to 1989, Shanghai consumers are now more discerning 
and sophis t icated. They now have higher demand for 
qual i ty goods, turning from basics to luxury goods such 
as VCRs, high-end e l ec t r i ca l appliances, jewellery, 
s p i r i t s and branded clothing. Luxury goods now vie with 
basic goods for space in shops. The price range has 
widened considerably. 
A story by Associated Press in South China Morning 
Post on December 27, 1993 brings home the mentality of 
the new breed of consumers:-
With a red carnation on each table and imported 
crys ta l chandeliers overhead, the Dream Shanghai 
Restaurant i s a popular haunt for the newly aff luent , 
Cantonese del icacies a t t r ac t a boisterous lunch time 
crowd to the restaurant , which in the evening becomes a 
night-club where Shanghainese can drink Courvoisier X〇 
for 1,550 yuan (HK$2/080) a bo t t l e . 
.people are will ing to spend in Shanghai, ' said 
Vincent Ye, whose family owns the restaurant . 'They 




Hong Kong Seizes the Opportunities 
Hong Kong
1
s r e t a i l e r s and property developers have 
been quick to take the cue and set up department stores 
and d i f ferent r e t a i l out le ts in Shanghai. Among the Hong 
Kong companies which have set up operations there are 
Sincere, Top Form and Ryoden. The re t a i l e r s said that 
despite the high cost of doing business in Shanghai, they 
could not afford to miss out as the ci ty was a fashion 
leader where buyers from a l l over the country 
congregated. 
A large complex, the Hongqiao Friendship Shopping 
Centre which is par t ly funded by Hong Kong investors, was 
opened in March, 1994. In fact , Shanghai has approved 
more than 300 foreign-funded r e t a i l projects with a to ta l 
capi ta l exceeding US$1 b i l l ion . Major investors are from 
Japan, Hong Kong and Taiwan.
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prospects of Retail Market 
T h e following factors underlie the bright prospects 
of the r e t a i l market. 
1. People generally do not have substantial l i a b i l i t i e s 
s u c h as mortgage loans, education or medical expenses. 
T h ese only make up a few percent of their income since 
they are subsidised by government. They save about 15 
percent of the household income, though. Due to the 
Post March 30, 94 
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lack of outlet for large expenditures, people
1
s 
purchasing power is escalating as their disposable 
incomes r i s e . 
2 . China i s l ikely to re-enter the General Agreement on 
Tar i f fs and Trade (GATT) in 1995. Imported goods will 
be subject to lower t a r i f f s and consumer spending will 
r i s e accordingly . 
3 . People prefer to buy branded products in joint-venture 
department stores where they t rus t the authenticity of 
the products.
1 5
 Branded products usually can sel l at 
higher prices and earn higher p ro f i t s . 
Financial Business 
A Financial Centre in the Making 
Shanghai in 1992 witnessed an increase of 300 
financial ins t i tu t ions , bringing the number of the c i t y ' s 
f inancial en t i t i e s to a record high of 1,762. In 
addition, there has also been a great change in structure 
of the ins t i tu t ions . S ta t i s t i cs shows that Shanghai 
introduced in 1992 six foreign-funded financial 
ins t i tu t ions , bringing such kind of ins t i tu t ions to a 
to t a l of 26. And the wholly American-owned American 
insurance Underwriters, the wholly Thailander-owned Chia 
1 5 „ A S u r v e y of Consumption and Concept of Brand-Name 
Products." rhina Market No. 1 (1992):11. 
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Tai International Finance Corporation and the jo in t ly-
owned Shanghai-Paris International Bank, a l l the f i r s t in 
Shanghai, make Shanghai the ci ty that has the most kinds 
of f inancial ins t i tu t ions in China. The assets of the 
foreign-funded and to ta l ly foreign-owned financial bodies 
in Shanghai to t a l US$1.234 b i l l ion , up close to twice as 
much as in 1991. In 1992, an association of foreign 
exchange banks was formed in Shanghai to help se l f -
regulate the foreign exchange businesses among the 
foreign-funded as well as domestic banks. 
Shanghai banking ins t i tu t ions were the f i r s t to take 
root in bonded area to offer various services of forex 
settlement, remittance, documentary b i l l s and loans. The 
Pudong branches of the Bank of China, the People' s Bank 
of China and the Industrial and Commercial Bank in 
Shanghai were allowed to set up business outlets in the 
bonded area in Waiqaojiao Zone in Pudong with the sub-
branch of the Bank of China in the area having started 
i t s operation . 
Pudong Development Bank, the f i r s t regional share-
holding commercial bank in the city, was set up to cater 
t〇 the needs of the market economy and to push ahead the 
development and opening up of Pudong. Meanwhile the 
Finance Corporation of the Baoshan Iron and Steel Works 
G r o u P / the f i r s t financial subsidiary to an industrial 
group, and the New Age Leasing Co. Ltd. were set up. 
Besides, a host of new-type financial inst i tut ions such 
as Ping An Insurance Co. were approved to be set up. 
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Shanghai i s home to the Shanghai Stock Exchange 
which opened in December, 1990 and has become the 
national centre for secur i t ies exchanges. I t is 
capi ta l ized at more than RMB240 b i l l ion with an average 
daily turnover of RMB2 b i l l ion and is the largest 
secur i t i e s exchange inside the country.
16
 Since 1990, 
there has been a mushrooming of the securi t ies 
i n s t i t u t i on s . Guotai Securities Co. Ltd., one of the 
big three of such companies in China, was established in 
Shanghai in 1992 . The c i ty
1
s Shenyin Securities Co., 
Internat ional Securit ies Co., Haitong Securities Co., 
Shanghai Trust and Investment Corporation under the 
Agricultural Bank of China were prompted to set up eight 
of f ices in other provinces and c i t i e s . 
Merrill Lynch 
Merrill Lynch, one of the biggest securi t ies in the 
world, opened i t s f i r s t off ice in Shanghai in 1993. I t 
i s also the f i r s t foreign securi t ies company with an 
of f ice in China. Merrill Lynch has been a leading co-
m anager of debt and equity financing for some major 
Chinese f inancial ins t i tu t ions and corporations since 
1985, among them are Bank of China, Bank of 
Coimnunications, People's Construction Bank of China, 
China internat ional Trust & Investment Co., and Shanghai 
i6Pr^广——Manua] ^^ TnvP.stment. 
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Erfangi Co. Ltd. ( this company i s the f i r s t mainland 
company, with the help of Merrill Lynch, to issue 
American Depository Receipts [Chapter IX gives more 
de t a i l on ADR] on i t s B shares in New York Exchange in 
December, 93) e tc . Merrill Lynch has also underwritten B 
shares on the internat ional market for several Chinese 
companies. The Chinese government said that the 
involvement of Merril l Lynch wil l help increase the 
c r ed ib i l i t y of Chinese bonds issued abroad. 
Commodities Exchanges 
Shanghai also owns a number of commodities 
exchange as shown in Table 8. 
TABLE 8 
SHANGHAI COMMODITIES EXCHANGES 
Date 
Exchange Name Es tab l i shed Commodities Traded 
Shanghai n o n - f e r r o u s 2 8 May 1 9 9 2 c o p p e r , a l u m i n i u m 
Metals Exchange
 l e a d
' .
 Z i n C
'
 n l C k e 1
' 
t i n , i ron ore 
Shanghai Foreign Exchange_ July 1992 fore ign exchange 
Futures (in conjunct ion with 
the Shanghai Foreign Exchange 
Transac t ions [Swap] Centre) 
Shanghai Coal Exchange 6 December 1992 coal 
Shanghai Chemicals Exchange 27 March 1993 - b b e r , PVC, DOP 
Shanghai Petroleum Exchange 27 May 1993 
… 广 o i l 30 June 1993 gra in , edible o i l 
Shanghai Cereals and ui丄 」 
Exchange “ ‘ “ 
S o u r c e ： a i n ^ r i ^ i n ^ i ^ E ^ M , September, 1993 
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Real Estate 
This section probes the real es ta te market in 
Shanghai . 
To begin with, i t should be noted that Shanghai has 
a well-regulated property market compared with other 
c i t i e s in the world. With the plans to turn Shanghai into 
China
1
s main f inancial centre, some experts believe a 
land market on the l ines of New York and Tokyo can be 
developed. 
Two Prongs Policy 
In recent years, China has adopted two basic 
po l ic ies - the land use with compensation and 
commercialized housing which resul t s in the emergence of 
the real es ta te industry. With the rapid growth of 
China's economy, the property industry has been booming 
and has a t t rac ted a lot of foreign capi ta l . In 1992, 
the real es ta te fever extended from south China to north 
China and from coastal areas to inland areas. I t is no 
surprise that Shanghai's property market has been 
experiencing s ignif icant growth. I t i s forecasted that 
t h e property sector wil l form a major p i l l a r of the 
Shanghai‘s economy, with projected growth of 43 percent 
P • a •
17 
17Brooke Hi l l i e r Parker, Shanghai Pror^rtv Market, 
October, 1993. 
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Shanghai is the f i r s t c i ty in China to lease land to 
overseas investors through inviting tenders 
in ternat ional ly and managing the f i r s t real estate 
mortgage loan for foreign investors. In 1992, a to ta l of 
201 pieces of land were leased. These are expected to 
provide a to t a l gross floor area of about nine million 
square metres on completion, with residential 
developments accounting for 40 percent.
1 8 
The following sections explore the demand and supply 
of the three most important sectors of the property 
market. 
Residential Space 
During 1993 — 5, i t is estimated that a to ta l 
r e s iden t i a l / v i l l a supply of 8,500 units would be provided 
with the focus on Changning Distr ict including Hongqiao. 
The sale price ranged from HK$500 per square foot in the 
outskir ts to HK$2,000 per square foot in the ci ty centre. 
The prime resident ial developments in Shanghai 
include President Mansions and Rome Garden, with an 
average price is over HK$1,800 per square f o o t . 




In the early 1980 ' s, foreign . investors came to 
Shanghai by set t ing up thei r off ices in major hotels. 
After a few years, the off ice market developed with the 
completion of an off ice tower, Union Building in Yanan Lu 
in 1985. After th is , there was no major supply unt i l the 
completion of Shanghai Commercial Tower and Shanghai 
Wuzhi Trade Centre in 1990. 
Since the mid 1980 ' s, there has been a lack of 
off ice supply. In the ci ty centre, there are almost no 
prime off ice supply due unt i l 1995 with completion of a 
number of off ice developments such Shanghai East Ocean 
Centre, Triumphal Arch Building, Shanghai Universal 
Mansion. 
The t ight off ice supply si tuation is further 
aggravated by the increasing demand for off ice space. 
The local authority has approved about 5,600 investment 
projects and that a lot of multinational corporations, 
banks, and financial ins t i tu t ions have set up 
representative off ices or branches in Shanghai, thus 
rais ing the demand for off ice space. 
Because of the current credit tightening by the 
Chinese authori t ies , there has been an increase in demand 
for leasing off ice space which resulted in an almost fu l l 
off ice occupancy ra te . 
On average, off ice rental rose 55 percent during 
1993 and currently stands at HK$60 per square foot per 
month - very close to the price of Hong Kong Grade A 
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of f i ce space. In fact , Shanghai ranks 10th in the world 
in terms of of f ice renta ls whereas Hong Kong comes 
second.
19
 Office rents are expected to further increase 
over the next two years. While there are more supplies 
in Pudong New Area, a Trade Development Council 
representat ive pointed out that property developments 
s t i l l focus on Puxi i . e . the old commercial centre 
d i s t r i c t . 
Retail Space 
Shanghai i s the main r e t a i l centre in China. The 
local market i s , however, s t i l l dominated by locally-run 
department s tores . The r e t a i l market were opened up to 
foreign investment only in 1992. Many of these local 
department stores have entered joint venture agreements 
with foreign partners to redevelop the i r existing stores 
or develop new stores trading under the same name. 
19"Spotlight, Hong Kong Property." Executive, 
February 94, p.37 
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CHAPTER VI 
GROWTH OF SHANGHAI 
Because of the loyalty and s t r i c t adherence to 
the central government
1
s f i sca l pol ic ies , special 
p re fe ren t ia l treatment in capi tal al location has 
been given to Shanghai. Even the 16 points 
aus te r i ty package of macroeconomic and f i sca l 
control introduced in July 1993 had no impact on 
Shanghai because of i t s privileged status .
2 0 
So what does the future hold for Shanghai? This can 
be found by studying the development plan for Shanghai. 
I t can be seen that t e r t i a ry industry is the focus of 
development. 
Grand Development Strategy 
As published by China Economic News in the Mar 15, 
1993 issue, a 20 year programme in three phases for 
Shanghai
1
s development was announced by Huang Ju, the 
Mayor of Shanghai, in a government report at the Firs t 
Session of the 10th People's Congress of the c i ty . The 
g o a l i s to develop Shanghai into an international 
economic, finance and trade centre and revi ta l ize the 
ent i re economy in the Yangtze River Delta and whole 
Yangtze River Valley. The three phases are : -
20»shanghai - Can I t Weather the Recent Storm of 
T i g h t e r Fiscal Control?" China Trade Coinmunique 9 
(1993):4. 
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1. Immediate Phase from now up to 1995 
To pave way for turning Shanghai into an international 
economic, finance and trade centre. In the run up to 
1995, reform and opening up will be ful ly steamed up to 
basical ly bring a l l the resources under the disposition 
of the market with the State only playing the part of 
macro control so as to expedite the switching into 
market economy . 
In addition, international practice will be extensively 
followed up in operations of finance and trade to 
primarily link up the domestic market with that of the 
world. Advantages in tenants, technology and 
management sk i l l will be put to fu l l use through a 
s t ra tegic economic restructuring to achieve an annual 
GNP growth of exceeding 10 percent. The te r t i a ry 
industry will be given the f i r s t pr ior i ty , followed by 
the secondary and then the primary industry. The 
t e r t i a ry industry is to account for 40 percent of the 
GNP from the 33.1 percent in 1992. 
A number of high and new technology enterprises with 
an optimum scale of production will be developed to 
yield a to ta l of RMB16 bi l l ion in annual output value. 
A great importance has been attached to the 
restructuring of the secondary industry, a great base 
of the industries of the c i ty . Major effor ts will be 
f o c u s e d in the development of 50 major products in ten 
n e w p i l l a r industries of autos, telecoiranunication 
equipment, micro electronics and computers, Petro-
chemicals, fine chemicals and power station equipment 
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to achieve a to ta l annual output of RMB100 bi l l ion , 
which i s to make up 30 percent of Shanghai
1
 s t o t a l . 
For the primary industry, the mayor asked for a 
continued optimization of the product-mix with focus be 
put on special, foreign exchange earning, and 
ecological agricul ture. At l a s t , i t i s also urged to 
make fu l l use of both the domestic and international 
funds, resources and markets to ease the shortages of 
capi ta l , energy and raw materials for the c i ty ' s 
economic development and construction. 
2. Medium Phase (1996 to 2000) 
With a primary shaping up of a framework for an 
international economic, finance and trade centre and an 
optimization of product quality, product-mix and 
economic resul t s , Shanghai
1
s GNP would top RMB20 
b i l l i on with 45 percent of i t contributed by the 
t e r t i a ry industry. In addition to the advent of groups 
of high-tech enterprises of considerable scale, the 
technological level of the key and backbone enterprises 
wil l also reach the international standard of the late 
90,s. Export i s to account for 50 percent of GNP. The 
mechanism and way of economic operation will basically 
dovetail with those in common use in the world to keep 
up with the socia l i s t market economy. There will be a 
marked improvement in people's living standard and a 
big change in the c i t y ' s outlook, and the living 
conditions for the people. The quality and strength of 
Shanghai
 1
s economy will enter a new stage by then. 
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3. Third Phase 2001 to 2010 
By the year 2010, Shanghai wi l l bas ica l ly become an 
in te rna t iona l economic, finance, and trade centre, and 
Pudong a world-class export oriented, multiplexed and 
modernized new area. To achieve th i s aim, e f fo r t s wil l 
be made to bas ica l ly achieve the following targets :— 
- t h e economic scale and overall strength of an 
in te rna t iona l metropolitan; 
- a -pattern of world-class modernized c i ty ； 
-opening up in a l l d i rect ions to have extensive 
contact at home and with the outside world; 
-establishment of a market mechanism and the way of 
market operation required to cope with internat ional 
competition； and 
—establishment of a highly c iv i l i zed social and 
cu l tu ra l s t ructure and social e th ics . 
Tert iary Industry
2 1 
From the programme, i t can be seen that great 
emphasis i s put on the t e r t i a r y industry. To th i s end, 
Shanghai also put forward a 'General Concept for the 
Stepping Up Development of the Tertiary Industry, . 
According to the development concept, by the end of the 
century, the c i t y ' s t e r t i a r y industry i s to yield an 
annual value of RMB10 0 b i l l i on in the c i t y ' s GNP, an 
21»Shanghai's Road to Develop Tertiary Industry." 
rb-ina EcoroTni c News No. 9 (8 March 1993) :5. 
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amount as big as the present annual GNP of the city, to 
ra ise i t s share of the industry in the c i t y ' s GNP from 
30.8 percent in 1990 to 45 percent in 2000. To reach 
such a level, the industry has to maintain an average 
annual growth rate of some 16 percent in the remaining 
years of the century. By 2000 the industry will absorb a 
to t a l work force of 3 .6 million, or 45 percent of the 
c i t y
1
s to ta l employment whereas in the 1990 the 
respective figures were 2.18 million and 28.4 percent. 
Though the two shares of 45 percent in GNP and employment 
are s t i l l greatly smaller than those of the US (1989
1
s 69 
percent in terms of GNP and 1988's 78 percent in terms of 
employment) and of Japan (1989 ' s 56 percent in terms of 
GNP and 1988
1
s 68.4 percent in terms of employment) , they 
wil l be greatly higher than the standard (40 percent in 
GNP) set for China' s c i t i e s when they become well-to-do 
at the turn of the century. 
As regards the development strategy, i t envisions 
the establishment and perfection of a nuimber of national 
markets in Shanghai. Besides perfection to the existing 
secur i t ies , inter bank borrowing, foreign exchange 
swapping and metals markets including standardization and 
modernization, additional markets will be set up in co-
operation with central and local government departments 
for transactions in coal, petroleum, grain and edible 
o i l , technology and offshore banking. Active efforts 
wil l be made to promote international contacts and co-
operation between markets of similar nature in the hope 
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to create several internat ional markets in Shanghai 
before the turn of the century. 
Development Strategy 
The strategy divides the municipal t e r r i t o ry into 
f ive functional d i s t r i c t s for integrated development of 
t e r t i a r y industry. The five d i s t r i c t s are: 
1. Central commercial d i s t r i c t , comprising Lujiazui in 
Pudong and the Bund in the old c i ty proper and covering 
a t o t a l area of about three square km. for banking 
of f ices , multinational corporations, international 
consortiums, commercial associations and foreign 
commercial consular o f f ices . 
2. Business and trade d i s t r i c t s in the peripheral areas of 
the central coiranercial d i s t r i c t spreading along the 
banks of the Huangpu River and covering an area of over 
ten square km. on ei ther bank of the r iver for the 
building up of 20 commercial buildings each with a 
floor space of over 20,000 square metres and 20 special 
shopping s t ree t s equipped with up-to-date business 
f a c i l i t i e s to se l l expensive goods produced at home and 
abroad. 
3 . Hi-tech parks - the Zhangjiang park in Pudong and the 
science and technology ci ty in Jiading, for the 
development of applied high and new technologies. 
4. External business d i s t r i c t - Waigaoqiao bonded area in 
Pudong and Hongqiao development zone in the old ci ty 
proper, with the former chiefly for t rans i t trade, 
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storage, export processing and international financial 
business and the l a t t e r for foreign trade and consular 
d i s t r i c t s of the c i ty . 
5. Tourists and holiday d i s t r i c t s for the building of a 
tour i s t c i ty in Qingpu, a garden tour is t development 
project in Pudong and a State-class tour is t and holiday 
area on Hengsha I s l a . 
Six auxil iary systems to support the development of 
the t e r t i a r y industry wil l be bu i l t . They are: 
1. Modern communications and information systems including 
various systems of posts and telecommunications, 
computer l inks, s a t e l l i t e connmunications and 
transmission of images and data. 
2. High eff iciency transport system including expressways, 
underground railways, a i r f reight , ci ty high r i se roads 
and cross-r iver (Huangpu) transport, international 
a i rpor t , deep-water harbours and fast railroads to turn 
Shanghai into an important communications hub in the 
Asian and Pacific region. 
3. Standardized intermediary service system including 
information consultancy, project evaluation, market 
investigation, tender services, law and notary 
services, accounting and auditing services, coimercial 
inspection, quality inspection and consumerist 
organization. 
4. Well-equipped u t i l i t y system such as water, e lec t r ic i ty 
and gas supplies, drainage, waste disposal and 
gardening and greening, a l l meeting the needs of an 
international metropolis . 
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5 . Updated urban media system. 
6. Perfect social welfare and security system including 
modern social insurance ins t i tu t ions and insurance 
systems, a well-designed welfare system for unemployed, 
old-age, medical care and housing. 
The t e r t i a r y industry development plan is being 
backed up by action. According to Xu Zhiyi, director of 
the municipal economic commission, in 1994 Shanghai will 
invest more than RMB2 0 b i l l i on in the service industry, 
more than the to t a l for primary and secondary 
industr ies . 
Threats 
A rosy picture of Shanghai has been painted. That 
Shanghai can catch up with developed countries hinges on 
whether i t can sustain the planned growth rate of 16 
percent annually for 20 years. This is subject to many 
factors , not the least of which are the competition and 
protectionism posed by other developed and developing 
countries. The threat may even come from China i t s e l f . 
The following factors highlight the issue:一 
1. AFTA (ASEAN Free Trade Area) 
ASEAN countries are going to form a free trade zone 
A F T A within the next 15 years. Doing business within 
22 ,g011th Chiria Morning Post, January 11, 1994. 
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and among these countries become easier and there will 
be less incentives to trade with non ASEAN countries. 
2. NAFTA (North America Free Trade Area) 
NAFTA comprises US, Canada and Mexico, also poses 
threat as the trade zone may engage in protectionism. 
China may face a loss of exports to the US due to 
Mexico
1
s position as far as cheap labor and export 
composition i s concerned. Mexico will a t t rac t more 
foreign investment from the US, Canada, South Korea, 
Hong Kong and Thailand. 
3. MFN (Most Favored Nation) 
US always threatens to withdraw this status from China 
by attaching conditions such as human rights to the 
renewal of MFN. The growing trade def ic i t which 
amounted to more than US$20 b i l l ion in 1993 between the 
two countries also has an adverse impact. 
4. Pol i t ics and Immobilism 
I t i s obvious that there is a gap between the extent of 
economic and po l i t i ca l reforms in China. By virtue of 
the economic reforms, the Chinese people are getting 
wealthier and gradually have more contact with the 
outside world say via travel or media communication. 
I t i s inevitable that they will s ta r t to demand more 
freedom and eventually a revamp of the pol i t ica l 
s y s t em. Overholt
23
 analyzed that "although most 
po l i t i ca l ly powerful groups in China support reforms, 
230verholt, William H. The NPxt Economic 
Suuerpower. London: Weidenfeld & Nicolson, 1993, p. 67. 
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the middle levels of the government and Party 
bureaucracies, greatly inf luent ia l in the 
implementation of any policy, fear that reform will 
diminish the i r power, prestige and perquisites, and 
they wil l take advantage of any weakness at the top to 
interpret and implement reforms in a way that preserves 
bureaucratic power and thereby defeats the reforms.
 11 
I t wil l not be impossible that the bureaucrats will 
hal t the economic reforms altogether just to thrash the 
desire of the people for more po l i t i ca l freedom. Any 
slowdown of the economic reforms spells trouble for 
Shanghai development. 
Overholt went on to say that "A scenario of 
leadership factionalism, provincial indiscipline, 
popular po l i t i ca l antipathy, government financial 
squeeze and bureaucratic foot-dragging cannot be 
dismissed. I t would probably develop from a leadership 
struggle a f te r Deng's death - not a struggle between 
reformers and anti-reformers, but rather between 
powerful factions both of which were committed to 
reform. With the central government divided by a 
prolonged leadership struggle, and with each faction 
competing for the support of various provinces, the 
central government would lack the cohesion to impose a 
tax reform and increase i t s share of national revenues, 
which are already at c r i t i ca l ly low levels. Failure to 
mobilize suff icient revenues through tax reform has 
h i s tor ica l ly been a key reason for the downfall of 
China
 1
s regimes . 
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In such a scenario, the provinces would increasingly 
follow the i r own pol ic ies , ignoring Beijing. Spending 
and credi t would get out of control, and inf la t ion 
would escala te . Each province would take protect ionis t 
measures against neighbouring provinces. Cities would 
do th i s against c i t i e s , v i l lages against vi l lages , in a 
process that has some tendency to occur anyway. 
University of California economist Christine Wong has 
cal led such a process encystation. This would lead to 
a rapid decline of economic performance and a rapid 
r i s e in po l i t i c a l confrontations. China would lose i t s 
economic dynamism and degenerate into a s i tuat ion l ike 
that of India, or perhaps even worse." 
The f i r s t three threats are sort of international in 
nature. The encystation cited above is national in 
nature and if i t did occur, Shanghai would also be 
involved in protectionism wars with other c i t i e s in 
China and i t s future would be doomed. 
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CHAPTER VII 
FINANCIAL CENTRE IN SHANGHAI - INDISPENSABLE FOR CHINA 
IN THE PROCESS OF ECONOMIC DEVELOPMENT 
Fund for Development for China 
No one would deny that the tremendous growth of 
the Chinese economy i s a t t r ibu ted to i t s open door 
policy and the various economic reforms, In the 
process of es tabl ish ing a soc i a l i s t market economy, 
China has been experiencing rapid growth. For 
example, i t recorded 13 percent growth in GNP growth 
in 1992 and 1993 . Economists said that growth wil l 
be slowed down to some extent a f t e r 1994 but i t wi l l 
s t i l l be quite high. Of f i c i a l ly , the Chinese have 
set a ta rge t of 8-9 percent for economic growth in 
the medium and long term.
2 4 
Consider the future economic development of China 
from a long-term perspect ive. F i r s t , China wil l have to 
strengthen i t s export competitiveness. Second, China 
wi l l have to continue to encourage the inflow of capi ta l 
from other countr ies . A large country l ike China 
requires massive amounts of funds for economic 
development, especial ly when i t s domestic funds are 
extremely l imited. A major part of these funds wil l 
continue to come from overseas Chinese and other sources. 







Chinese Economy.“ . t 计 n China Newsletter No. 106 (Sep 
- O c t 1993):2. 
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To a t t r ac t capital from overseas, China needs a well 
developed financial system of i t s own. 
The large demand for funds can be seen from the fact 
that the Eighth Five-Year Plan called for RMB840 bi l l ion 
to be invested in capital construction. If there is no 
suf f ic ien t funds to finance i t s expansion and i t s capital 
construction, China's economy will be forced to slow 
down. 
Shanghai Assumincr an Important Role 
In Shanghai, the economy has been developing at a 
robust ra te and is China's most important industrial 
centre, with nearly 10 percent of the nation
1
s to ta l 
industr ia l output. 
Given China
1
s large financing requirement for i t s 
economic development, we deem the presence of a financial 
centre is c r i t i c a l in the course of i t s economic 
development. As a result of i t s h is tor ica l background as 
China
1
s financial hub and i t s present development, i t is 
natural for Shanghai to resume this role. In fact, 
during his inspection in Shanghai between late 1991 and 
early 1992, Deng Xiao Ping urged the development of 
Shanghai into a financial centre and said China had to 
rely on Shanghai to a t ta in an international seat in 
banking. Furthermore, Shanghai's Major, Huang Ju 
recently said that the government should devote a l l i t s 
energy to transforming Shanghai into a "Dragon's head" 
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and a f inancial capi ta l of not only China but the Asia-
Pacif ic region as well .
2 5 
25,qni1th China Morning Post, February 5, 19 94. 
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CHAPTER V工工工 
THE SHANGHAI FINANCIAL INDUSTRY — A CLOSER LOOK 
This chapter takes a closer look at the 
f inancial industry of Shanghai. The financial 
industry is the fas tes t growing industry of 
Shanghai.
26
 I t is a s t ra tegic industry to be 
developed by the municipal government as can be seen 
in Chapter VI. The following sections elaborate on 
th i s industry . 
The Shanghai Securities Market 
Shanghai Securities Exchange
27 
Shanghai f i r s t permitted i t s collectively and s ta te-
owned enterprises to issue stocks in 1984. However, 
trading of such shares was not allowed. Secondary stock 
market emerged in Shanghai in September, 1986 when the 
f i r s t o f f i c i a l brokerage counter was open to handle stock 
trading by members of the public and had been at t ract ing 
crowds of people at some f i f t y outlets across the ci ty. 
However, as trading was spread out in different counters 
where there were different trading systems and different 
26^ 01! th Ch-ina Morn in a Post, January 6, 1994. 
2 7 H u Yebi. Capital Market. Hong Kong: The 
Chinese University of Hong Kong Press, 1993,P.36-3/. 
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quotations, i t was very d i f f i cu l t for the government to 
regulate the trading and the speculation. 
After four years of development, the Shanghai 
secur i t ies market took a major s t r ide forward at the end 
of 1990 with the formal opening of the Shanghai 
Securit ies Exchange (SSE) which marked a significant step 
of the market towards modernization and improving the 
standardization, transparency and transaction efficiency 
of the market. I t attempts to concentrate trading on one 
floor and introducing a computerized network. 
SSE is a non-pro fit-making organization and is based 
on a membership system and had twenty—five members to 
begin with. I t s business ac t iv i t i e s include providing 
places for organized trading in securi t ies , managing spot 
trading of l i s t ed shares, offering securi t ies clearing 
and delivery services, and providing registrat ion as well 
as custodian services. 
On the trading floor, computers, broadcasting 
f a c i l i t i e s and telecommunication instruments have been 
ins ta l led to monitor the trading. There are at present 
two trading counters and forty-six trading seats each 
with a direct dial telephone, an indirect line, and a 
computer terminal. Facsimile machines, telex machines 
a n d duplicators are housed in a unified communication 
room. Furthermore, the Exchange has set up a central 
storage house for share cer t i f ica tes , which greatly 
simplifies settlement procedures. 
T h e quotations are shown on a big screen on the 
trading floor and transmitted by the computer network to 
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a l l broker
1
s terminals. Meanwhile, comprehensive and 
authorized quotations, analysis and forecast of market 
are supplied by the Shanghai newspapers, professional 
publications, television and radio s tat ions. In terms 
of technology, the Shanghai exchange has leaped forward 
well beyond some other exchanges in the world. Richard 
Graham, Barings, group chief representative in China 
said:
 1
 Shanghai is in a much bet ter position to 
technically move ahead.
 1 
With 188 l i s t ed securi t ies , including 123 stocks, 
i t s transactions topped RMB7 6 b i l l ion worth in 1992, 49.4 
b i l l i on of which was stock trading. With just half a 
dozen l i s t ings when i t opened, the Shanghai exchange now 
has 112 A shares and 23 B shares. The market has 
expanded from 25 members three years ago to 480 at 
present .
2 8
 The number of people who se l l and buy stocks 
jumped from 30,000 in 1990 to 4.6 million at present. 
The Investors Have Come of Age
29 
The concept of investment has been widely accepted 
by the Shanghai people as they have learned a lot over 
the past few years by investing in securi t ies . They not 
28,qnilt-.h Ch“A Morning Post, February 5' 1994. 
2 9 H u , Yebi,广Mm …cap i ta l Market Hong Kong： The 
Chinese University of Hong Kong Press, 1993, P . W . 
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only invest in Shanghai shares, but also go to Shenzhen 
to make the i r fortunes there. In addition to th is large 
pool of individual investors, the number of 
i n s t i t u t i ona l investors i s also on the r i s e . They 
include insurance companies, social organizations and a 
var ie ty of business in s t i t u t ions . 
Shanghai also involves i t s e l f in the international 
secur i t i e s t rade. The Bank of Communications and the 
Shanghai Investment & Trust Corporation have both issued 
hundreds of millions of US dollars international bonds 
overseas . 
Meanwhile, the secur i t ies exchange is moving ahead 
with i t s plans to internat ional ize the bourse by allowing 
more foreign brokers on to the trading floor and 
gradually linking up i t s quotation system with other 
global markets . 
A Tale of Two Cities
3 0 
Although there are currently over sixty secur i t ies-
trading markets in c i t i e s across China, with about 400 
trading out le ts , Shanghai is s t i l l the premier trading 
centre. The f i r s t reason is that , Shanghai, together 
W i t h Shenzhen, const i tute over 60 percent of turnover in 
t h e ent i re country. . Secondly, Shanghai and Shenzhen are 
30rhina Economic Review. December 1993, P.21. 
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the only two c i t i e s which obtained permission from the 
central government to trade corporate equities, while 
other c i t i e s can only trade State Treasury Bonds (the 
types of secur i t ies issued in China consist of State 
Treasury Bonds, construction bonds, bank bonds, bonds 
issued overseas, corporate bonds and corporate equit ies) . 
As stated ear l i e r , people also invest in Shenzhen
1
s 
stocks• Shenzhen houses another financial centre in 
southern part of China and also plays an important part 
in the secur i t ies market. So how does Shanghai compare 
with Shenzhen? 
Although Shenzhen was the f i r s t Chinese ci ty to open 
a secur i t ies exchange (in fact , Beijing intended Shanghai 
to open f i r s t and become the dominant market, but 
Shenzhen opened unoff ic ia l ly on December 1, 1990, just 
before Shanghai opened o f f i c i a l l y on December 19, 1990.), 
Shanghai has been designated as the country's financial 
capital and principal financial securi t ies market. This 
sh i f t in power re f lec t s the ascendance of Shanghai
1
s 
leaders, e .g . , Zhu Rongji, to the highest echelons of 
power in Beijing, contrasting with the pro-Guangdong 
central leadership of the 1980s. 
Most of the Shanghai shares are of bet ter quality 
and s t i l l remain the leading enterprises in their 
respective industries. Moreover, most of them are 
sticking to their core businesses, though diversification 
is inevitable in the face of new challenges and 
competition from abroad and domestically. Information 
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disclosure and regulatory surveillance are also perceived 
as more comprehensive in Shanghai. 
Market pract i t ioners have shown their preferences 
for Shanghai. Before 1993 Shenzhen achieved twice the 
stock market turnover of Shanghai and at tracted most 
domestic and foreign in te res t . But the r io t s in August 
1992, caused by mismanagement of lo t t e r i e s for purchasing 
new issues, marked something of a turning point. Of the 
nine mainland companies to be l i s ted as H shares in Hong 
Kong in 1993 and 1994, none has expressed interest in 
l i s t i ng the i r A shares in Shenzhen. The importance of 
Shanghai is evident from the fact that more and more 
Shenzhen companies are buying into Shanghai concerns in a 
bid to have a larger presence and wider business scope in 
the mainland market. 
STAQ
31 
T h e las t month of 1990 was a "Golden December" of 
Chinese financial reform. In addition to the 
establishment of SSE, the Shenzhen stock exchange opened 
unoff ic ia l ly and the Peking-based Securities Trading 
Automated Quotation (STAQ) System was established. 
Centred in Beijing, the STAQ uses a telecommunications 
network borrowed from the Civil Aviation Administration 
〇f china (CAAC) and allows instantaneous trading of State 
〜彳旧丨 s c叩彳 h 1 Market. Hong Kong: The 
Chinese University of Hong Kong Press, 1993, p.91. 
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Treasury Bonds via computer. Users can get immediate 
pr ice quotation and trade through par ty- to-par ty 
negot ia t ions . There are current ly 18 secur i t i es firms 
and s t a t e investment corporations in Beijing, Shanghai, 
Shenyang, Wuhan, Guangzhou and Haikou buying and se l l ing 
State Treasury Bonds in real time. STAQ marked the f i r s t 
stage of l inking China's embryonic stock markets in 
Shanghai and Shenzhen and licensed brokerage firms in 
other - c i t i e s under on central ized system. However, 
because of regional r i v a l r i e s and po l i t i c a l inf ight ing 
between the Central Bank and the Ministry of Finance for 
control of STAQ, i t i s remote for China to have a unif ied 
stock market. I t i s s t i l l suffer ing from a fragmented 
trading system, poor market and weak market s t ructure . 
Banking 
This section wi l l f i r s t look at the evolution of the 
banking industry in China and then study the s i tuat ion in 
Shanghai• 
Earl ier Banking Reforms
32 
Before 1979 when central planning was the rule in 
organizing economic a c t i v i t i e s , production and investment 
32Luk, Yim-Fai. "Banking." rhima H^vi ew 1993 Hong 
K o n g : The Chinese University of Hong Kong Press, 1993, 
P .13.3-P.13.5. 
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were carr ied out by command and were allocated the 
necessary f inancial cap i ta l . As a resu l t , i t was not 
the respons ib i l i ty of f inancial ins t i tu t ions to oversee 
and determine the flow of funds: banks did not serve as 
banks but merely as cashiers. The shortcomings were: (1) 
They did not perform the functions of r isk assessment and 
loan monitoring. (2) There was lack of dis t inct ion 
between s t a t e budget policy and monetary policy. (3) I t 
was bas ica l ly a system with no diversi ty and no 
competition. 
At the outset of reform in the la te 1970s, the 
People' s Bank of China (PBOC) was basical ly the only 
national banking in s t i t u t ion . The major part of banking 
reform in the 1980s involved the breaking up of the 
national banking system into a few specialized banks 
serving d i f ferent sectors of the economy. The f i r s t of 
these specialized banks was the Agricultural Bank of 
China (ABOC) which had previously been set up and 
abolished a few time. I t was re-established in February 
197 9 to handle the financing of rural development and was 
instrumental in the success of rural reform' the f i r s t 
phase of Chinese economic reform. 
The second specialized bank ins t i tu ted was the Bank 
〇f china (BOC) which was made independent of the PBOC in 
March 1979. I t specialized in foreign exchange dealings 
and helped finance the opening up of China in both trade 
a n d investment. At the same time, the State General 
Administration for Foreign Exchange was set up to 
supervise exchange control and exchange rate policy. 
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The People's Construction Bank of China (PCBC) had 
been shouldered with the responsibi l i ty of handling the 
country
1
s construction investment since i t s establishment 
in 1954. However, what i t had been doing was to 
d i s t r ibu te s ta te funds to s ta te enterprises in the form 
of non-payable, non-interest bearing loans according to 
planning and under the direction of the Ministry of 
Finance. Since the reform, the PCBC has had more 
independence in the management of both i t s assets and 
l i a b i l i t i e s . In addition, the China Investment Bank was 
set up in December 1981 to specialize in channelling 
foreign funds such as those from the World Bank to 
domestic fixed investment. 
Reform deepened when in l a te 1983 the State Council 
announced that the PBOC would give up i t s commercial 
beLnking functions of lending and deposit—taking. 
Instead, PBOC would become a central bank in the western 
sense of the term, being responsible for macro economic 
control of money and credi t , the regulation of other 
f inancial ins t i tu t ions and the provision of banking 
services for the government. The original commercial 
lending and deposit-taking businesses of the PBOC were 
t a k e n over by the newly created Industrial and Commercial 
Bank of China (ICBC) • The ICBC has since become the 
largest of the specialized banks and is responsible for 
the financing of industr ial and commercial ac t iv i t i es in 
urban areas• 
T h e next stage of banking reform involved the 
introduction of a series of comprehensive and regional 
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banks in 1987 . The most prominent comprehensive bank i s 
the Bank of Communication (BCOM), with shares held by the 
s t a t e represented by PB〇C, and the rest by municipal 
governments A enterprises and private investors. I t 
provides more or less f u l l banking services and can deal 
both in RMB and foreign currencies. Another important 
comprehensive bank is the one under China International 
Trust and Investment Corporation (CITIC) called the CITIC 
Indus t r ia l Bank which s tar ted business in August 1987. 
A few regional banks owned by government and 
government enterprises have also been set up to promote 
regional economic development. An example is the 
Shanghai Pudong Development Bank which has been licensed 
to do business in Pudong. 
Besides banks, numerous credit cooperatives have 
also developed in both rural and urban areas. These are 
under supervision of ABOC and ICBC respectively and both 
aim to serve small enterprises, collect ive and private. 
In 1986, in ter bank lending was authorized and 
encourage, and since then regional and nation-wide inter 
bank markets have developed with centres in major c i t i e s 
such as Beijing, Shanghai, Wuhan, Chongqing and 
Guangzhou. 
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Banking in Shanghai 
Mai or Banks 
The major domestic banks in Shanghai are (1) The 
Agricultural Bank of China, Shanghai Branch； (2) The 
Bank of Communication, Shanghai Branch; (3) The People's 
Construction Bank of China, Shanghai Branch and (4) 
Shanghai Pudong Development Bank. 
Citv of Choice 
According to a survey, Shanghai i s the number one 
choice of foreign banks, which are allowed to open 
branches in th i s municipality in 1991. The reasons why 
the Chinese government allowed foreign banks to open up 
branches in China was both to promote the influx of 
foreign capi ta l , obtain the sophisticated financial know-
how of the West and improve operations in l ine with 
internat ional banking standards. Presently, there are 26 
foreign-funded banks in Shanghai. With more players' 
the in te r bank market has been growing, with inter bank 
loans in Shanghai 1993 r is ing 37 percent over the 
previous year to RMB232.95 b i l l ion . 
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New National Banking Laws and 
Opportunities for Shancrhai 
Originally, foreign f inancial ins t i tu t ions were only 
allowed to set up branches, f inancial joint—ventures and 
finance houses in the five special economic zones and 
Shanghai. In 1992, China opened up seven more c i t i e s for 
foreign branches but the banking operations were only 
guided by f inancial regulations designed for the SEZs in 
1985, and another designed for Shanghai in 1990. That 
meant that foreign banks set t ing up operations in c i t i e s 
outside of these SEZs and Shanghai often had to rely on 
the Shanghai law to define the scope and l imits of the i r 
operations . This has changed now. 
On April 1, 19 94, China's f i r s t national banking law 
for foreign financial ins t i tu t ions set out clearly the 
scope and l imits of the operations of' these ventures. 
Unifying two sets of regional laws, the so-called 
"Regulations for Foreign Financial Ins t i tu t ions with 
Foreign Investment in China" not only allows for the 
opening of more c i t i e s to foreign banks but also the 
poss ib i l i t y of them doing business in yuan on a limited 
basis . 
More importantly, the law also attempts to 
strengthen the role of the People's Bank of China (PBOC) 
a s t h e country's central bank along the lines of those in 
the cap i t a l i s t countries. Previously, foreign bankers 
w e r e often unsure how to apply for a licence to operate a 
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branch, finance company, or a joint-venture bank on the 
mainland. The new law gives a clear idea of how one can 
go about se t t ing up a foreign f inancial ins t i tu t ion in 
China. Under the new law, there are f ive broad categories 
of ventures: foreign—owned banks with head off ices in 
China, branches of foreign banks, Sin〇一foreign jo in t -
venture banks, foreign-owned finance companies and Sino-
foreign jo in t venture finance companies. 
China also intends to open up more c i t i e s to foreign 
banks. I t allows the PBOC to decide the location where 
foreign-funded in s t i t u t ions may set up. Kenneth Lam, a 
partner at Price Waterhouse, said that i t was l ikely that 
China would open up more c i t i e s around the Yangtze bel t 
to foreign banks, as foreign capi tal was very much needed 
in the region, which was an o f f i c i a l target of rapid 
economic development. Another incentive was that the 
tax laws would f i r s t be unified to allow fa i r competition 
between the domestic and foreign banks before opening up 
the yuan currency business to foreign ins t i tu t ions . And 
in a strong bid to strengthen the PBOC • s role, the law 
makes i t clear that the PBOC would be i t s f inal a rb i te r 
and implements.
3 3
 When the new laws are enforced and 
more foreign banks are opened along the Yangtze region, 
Shanghai wi l l enjoy more benef i t s . The reason being that 
b e c a u s e of the established posit ion of Shanghai, more 
33;qn-nt-.h C^iria Morning Post, April 1, 1994. 
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main of f i ces or headquarters of the foreign banks will be 
set up there to oversee the business in the region. 
Mai or Players in Shanghai Financial Market 
With Morgan Stanley opening i t s f i r s t representative 
o f f i ce in Shanghai in February, 1994, the competition for 
business becomes much more intense. The competitors can 
be divided into three major groups. The f i r s t is the 
American group headed by Morgan Stanley and Merrill 
Lynch. They have the internat ional connections, huge 
placing power with ins t i tu t ions , and vast capi tal which 
they are ready to deploy, and the manpower to do i t . 
Lined up against them are the European houses, mainly 
Br i t i sh , and the Hong Kong group. The European and Hong 
Kong groups
1
 strength l i e on early commitment, growing 
research capabil i ty and an established presence as big 
t raders on the Shanghai exchange. 
Barings, Credit Lyonnais, Crosby Securit ies, Jardine 
Fleming, Peregrine Securit ies and Standard Chartered are 
among the 26 foreign brokers which now have 
representative off ices in the c i ty . 
Credit Lyonnais has three traders, Jardine has two, 
and Barings has one, with a second about to take the seat 
〇n the crowded floor of the Shanghai exchange. Having 
i t s own traders on the floor resul ts in having a 
dedicated order-taker who makes sure that the cl ients
1 
orders don't get bumped down the l ine when prices are 
moving fast and one does not know at what stage the 
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orders are going to get processed. Those without floor 
t raders have to deal through mainland brokers - usually 
one of the Big Three: Shanghai International Securit ies, 
Shanghai Shenyin Securit ies and Shanghai Haitong 
Securi t ies . 
Although no figures are released o f f i c i a l l y , gossip 
has i t that table for B-share trading is dominated by 
jus t three firms, with Jardine Fleming at the top, and 




I t i s undeniable that Shanghai is playing an ever 
more important role in the financial market within and 
outside China. 
In 1987, Shanghai took part in the international 
f inancial market for the f i r s t time, with the Bank of 
China reaching a loan t ransferr ing agreement with six 
banks of Hong Kong BOC group. Syndication began only in 
1993 in Shanghai, with six deals for small amounts. 
S t i l l , th i s represents a milestone in the financial 
sector . 
3 4 , q n 1 1 t h China Morni na Post, March 3, 1994, 
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Expansion of the Shanghai Securit ies Exchange 
The Shanghai Securi t ies Exchange is on a firm expansion 
path. Construction of a large building on a one hectare 
s i t e in the Pudong New Development Zone is under way. 
The new building wil l be able to house more than 2,000 
transact ion spaces, a far cry from the 212 transaction 
spaces currently available. 
Secondary Overseas Listing 
The exchange was also considering the idea of 
secondary l i s t i ngs in Vancouver of B—share companies. 
Another development wil l be to deal on the exchange 
d i rec t ly from Hong Kong, the US and Britain using a 
s a t e l l i t e l ink. Recently, Japan has allowed r e t a i l 
investors to buy B shares issued by PRC en t i t i e s , paving 
the way for eventual l i s t i ng of some mainland enterprises 
on Japanese exchanges• 
National Foreign Exchange Centre 
〇n March 1, 1994, China's largest currency swap 
centres (China has about 100 swap centres) were combined 
into an electronic trading network. The new market is 
centred in Shanghai‘s National Foreign Exchange Centre 
and links the floor in China‘s most active foreign 
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exchange centre with swap markets in Beijing, Tianjin, 
Hangzhou and Shenzhen. The national centre is supposed 
to play an in te r bank role . Other swap centres quoted 
d i f fe ren t ra tes but the bulk of China's foreign trading 
i s now centred in Shanghai. The new market gives 
au thor i t i es much greater control over currency flow and 
i s a step towards free currency conver t ib i l i ty , a goal 
Beijing i s pursuing to strengthen i t s claim to membership 
of GATT. The national centre assumes an even more 
important role when Beijing plans to close a l l swap 
centres by April 1, 1994. However, there has been a lot 
of confusion going on in the forex areas which caused 
foreign firms to continue doing exchanges in swap centres 
for the time being (see Chapter X： Unclear Directions), 
According to o f f i c i a l reports quoted by South China 
Morning Post on March 30, 94, the new market will have a 
membership of 13 domestic banks plus foreign banks and 
f inancial ins t i tu t ions which will trade between 
themselves and the People's Bank of China, the central 
bank, which wil l intervene to s t ab i l i se the ra tes . This 
would allow foreign companies to buy US dollars at banks. 
I n i t i a l l y there wil l be spot trading only, but currency 
futures and other derivatives will be introduced. 
As a matter of fact , the swap centres have been 
having much lesser importance since China unified i t s 
currency ra tes on January 1, 94 by abolishing an 
a r t i f i c i a l l y low s ta te -se t ra te . The swap centres are 
used by foreign and local businesses to trade currency at 
more or less free-market prices. Previously, individual 
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Chinese enterprises had seats in the swap centres. Now 
only designated foreign exchange banks 一 both foreign and 
Chinese - have membership and a l l trading must pass 
through the i r accounts. 
ADR Representative Office 
The Bank of New York, the leading depository bank, 
plans -to open a representative off ice in Shanghai by the 
middle of 1994 to cope with the expected boom in ADR 
business from China. The f i r s t Chinese company to make 
i t s debut in the US capi tal market was Shanghai 
Petrochemical, which i s traded on the New York Stock 
Exchange. I t was followed by Shanghai Erfangi and 
Shanghai Tyre and Rubber, both are traded over the 
counter. The ab i l i t y to launch ADR programme is an 
indication of the adoption of international accounting 
and law standard, which is important for China for i t to 
ra ise fund in the international capital market. 
CDR (Chinese Depository Receipt) 
Daimle r -Benz and the Bank of East Asia of Hong Kong 
wil l be the f i r s t batch of foreign companies to have 
shares d i rec t ly traded on the Shanghai Securities 
Exchange in the form of Chinese Depostory Receipts. The 
l i s t i ng date wil l be on the second half of 1994. 
Existing financial regulations that concern capital 
t r a n s f e r s in convertible currency will be al tered. This 
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wil l enable the domestic investors to buy foreign shares 
in Renminbi and provide them with more investment 
opportunit ies . 
The l i s t i ng of foreign shares wil l enrich the 
experience of the workforce in Shanghai financial 
industry . 
Year 2000 
To conclude th i s chapter, we would l ike to add the 
comment of John Mack, Morgan Stanley's president, who 
appropriately summed up the growth of importance of 
Shanghai by saying: 'We believe that Shanghai will be one 
of the largest market in the world by 2000.' 
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CHAPTER IX 
A, B, H SHARES, RED CHIPS, ADR 
AND THE ROLE OF HONG KONG 
The story of stock market of China, or for that 
matter, of Shanghai, is not complete without 
mentioning several types of stocks. They are A, B' 
H shares, ADR and the so called red chips. We also 
have to bring Hong Kong into the picture because of 
the role i t plays in l i s t ing some of the stocks. 
Two types of Shares are traded in Shanghai and 
Shenzhen stock exchanges. One type is A shares which are 
for domestic investors and the other is B shares which 
are for foreign investors. 
H shares are l i s t ed and traded in Hong Kong. All 
s ta te and private enterprises are el igible to issue A, B 
and H shares . 
Red chips are l i s ted in the Hong Kong Securities 
Exchange but to a certain extent are also controlled by 
the State Council of China. 
B Shares 
Theoretically speaking, a stock market like the 
market in China which is s t i l l in i t s infancy should not 
even consider the question of foreign participation as 
the pr io r i ty in such a market should be to give the 
country's domestic investors a share in the country "s 
prosperity, and not to provide poss ib i l i t ies for foreign 
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tycoons to take control of the market. Moreover, i t is 
s t i l l not certain whether foreign businessmen are 
interested in acquiring shares in such a high-risk 
country as China where there are no essential legal, 
accounting and regulatory frameworks. However, China is 
trying very hard to catch up with the developed countries 
by s ta r t ing a large number of ambitious projects. All 
these cost money, especially foreign capital and foreign 
know-how. 
Against th is background, in December 1991, the 
Beijing government permitted a few companies to issue B 
shares up to 49 percent of their to ta l issued capi tal . 
In Shanghai, Shanghai Vacuum Electron Device Company, the 
biggest counter on the local stock exchange, issued a 
to ta l of one million new shares to the public (one-third 
of the expanded capi ta l ) , a l l of them in B shares. These 
B shares were joint ly underwritten by Swiss Bank 
Corporation, Sun Hung Kai & Co., and Salomon Brothers, 
with investors coming mainly from Hong Kong. The issuing 
price was RMB42 0, representing a discount of 
approximately 40 percent to the share‘s average price of 
RMB7 0 0 in the A share market. 
All B shares issued in Shanghai and Shenzhen may 
o n l y be purchased by foreign individuals and wholly 
foreign-owned enterprises within China. Holders of B 
s h a r e s can exchange their RMB dividends for foreign 
currencies at swap centres. The syndicated issuances 
w e r e managed by domestic brokerage houses in co-operation 
with overseas counterparts. The majority of B shares 
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have been sold overseas, with only a small portion being 
sold domestically. Trading in B shares is being done at 
the exchanges in Shanghai and Shenzhen； prices are 
reported in Hong Kong. To f a c i l i t a t e management, the 
settlement and reg is t ra t ion are done within China by 
in ternat ional f inancial ins t i tu t ions , such as the 
Shenzhen branches of CitiBank and Standard Chartered 
Bank. A person should apply for approval from the 
People' s Bank of China if he i s to purchase, or increase 
his t o t a l share—holding to more than 5 percent of the 
t o t a l issued share capi tal of the relevant issuer . 
Originally, trading of B shares must be processed 
through a domestic secur i t ies house which i s in the 
business of dealing in B shares. This is going to change. 
The Shenzhen stock exchange i s offering Hong Kong 
secur i t i es houses a direct trading link system which will 
enable foreign brokers to deal in B shares by computer 
from Hong Kong. The move should revive flagging foreign 
in te res t in B shares in Shenzhen, which has been plagued 
by mounting concerns over the mainland's runaway economy, 
depreciation of the yuan, and the economic auster i ty 
programme .
35 
Another point worth mentioning is that Shenzhen B 
s h a r e s are issued by companies in l ight industry or 
public u t i l i t i e s whereas Shanghai B shares are issued by 
companies in the heavy industry. 
asgnnth Ch“q Mor-nina Post, April 1, 1994. 
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Distinction Between H Shares and Red Chips 
Red Chips 
Both red chips and H shares are l i s t ed in Hong Kong 
to take advantage of the investment environment and 
capi ta l market. The purpose of issuance of red chips and 
H shares are to absorb foreign capi ta l . But what is the 
difference between them? 
The major shareholders of the red chips are Chinese 
government ins t i tu t ions or agencies. The l i s ted 
companies in Hong Kong are overseas subsidiaries of those 
ins t i tu t ions . An example is China Aerospace which is 
owned by the China Aviation Industry Ltd., which is in 
turned controlled by the Chinese central government. 
There are two ways the red chips companies have been 
l i s t ed in Hong Kong. One is through In i t i a l Public 
Offerings (IPO) and the other way is by back door l i s t ing 
via acquisition of a shell company. Of the 2 9 red chips, 
o n l y S i x (e.g. Denway Investment) were l i s ted through 
IP〇. The others went into the market by back door 
l i s t i ng . Example is China Aerospace. Currently the 
market c a p i t a l i z a t i o n of the 29 red chip stocks is worth 
over HK$80 bi l l ion , occupying about 4.46 percent of the 
to ta l market capital izat ion of the Hong Kong stock 
market. CITIC Pacific has the largest capitalization 
among the red chips, with worth about HK$30 bi l l ion . 
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H Shares 
H shares are issued by enterprises which are real 
production companies (not just holding companies) with 
production and sales in China. An example is Shanghai 
Petrochemical. 
H shares are governed by the securi t ies regulation 
of Hong Kong as st ipulated in The Memorandum of 
Regulatory Co-operation. I t was signed in Beijing on June 
19, 1993 by five par t ies , namely, China Securities 
Regulatory Commission, Shanghai Securities Exchange, 
Shenzhen Stock Exchange, Hong Kong's Securities and 
Futures Commission and the Stock Exchange of Hong Kong 
Limited. 
.qtrateaic 丁 m o o r t a n c f i of Listincr/Acauisition of Companies 
in Hong Kong to China
36 
In 1993, we saw a growing presence of Chinese firms 
on the Hong Kong Stock Exchange either via direct l i s t ing 
o r back-door l i s t i ng . These moves imply a new strategy 
of China's investment in Hong Kong. Fi rs t , China aims at 
the induction of capital through Hong Kong-based 
companies to help restructure i t s industries. For 
example, China National Non-ferrous Metal Industry 
Corporation, through i t s Hong Kong based subsidiary 
Oriental Metals, plans to buy up to 15 companies in Hong 
36 s h en G e o r g e . "China Investment in Hong Kong. " liie 
O t ^ r j o n a ^ 贴 p o r t 19,93. Hong Kong: The Chinese 
of Hong Kong Press, 1993 , p. 453. 
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Kong and turn i t into a l i s t ed company which will take on 
substant ial industr ia l investment in China. 
Second, China intends to establish key companies in 
various sectors of Hong Kong
1
s economy to extend i t s 
influence. For example, the acquisition of a controlling 
share in Public International Investments Limited and Ong 
Holdings jo in t ly by China Venturetech and Shanghai 
International Securities has led to the reorganization of 
Ong Holdings into the securi t ies trading vehicle of i t s 
Shanghai principal , and the acquisition of Kader 
Investment s ignif ies Shougang's entrance into the 
property investment and development market. China 
National Non-ferrous Metal Industry Corporation is also 
going into property development through the 
reorganization of Laws Property into Onfem Holdings. 
Third, Chinese corporations can extend their 
operations to other parts of the world for the ultimate 
benefit of the parent companies. This is manifested by 
the three petroleum-related s tate corporations acquiring 
local companies having interests in energy extraction in 
the th i rd countries. 
ADR 
American Depository Receipt (ADR) is a negotiable 
receipt issued in ce r t i f i ca te form which usually 
represents an existing outstanding class of equity shares 
in a non-US company. The growth in ADRs has been powered 
b y US investor demand for emerging market investments. 
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Shanghai Petrochemical, Shanghai Erfangi and Shanghai 
Tyre and Rubber have been l i s t ed in the US market to 
a t t r a c t capi ta l there. The ab i l i t y to launch ADR 
programme is indicative of the adoption of international 
accounting and law standard, which is important for China 
for i t to ra ise fund in the international capital market. 
Compairison of A, B and H Shares 
The holders of B shares shall have the same rights 
and bear the same obligations as the holders of A shares. 
Similarly, though A and H shares are regulated by 
d i f fe ren t bodies and they are not exchangeable, thei r 
holders enjoy the same r ights . 
B Shares are Losing Ground 
Transactions in B shares are se t t led on the third 
business day a f t e r the transaction date (denoted as T + 
3). Business day means any day on which the B shares 
clearing banks in Shanghai, Shenzhen and banks in New 
Y o r k open for business concurrently.
3 7
 Transactions in H 
shares are se t t l ed in T + 2 day and those of A shares 
se t t l ed in T +1 day. The long time taken to se t t l e B 
s h a r e s transactions put them in an unfavorable position 
compared to H and A shares. 
37H u , yebi. c h i n a s Paptial Market^ Hong Kong： The 
C h i n e s e d i v e r s i t y of Hong Kong Press, 1993. P .30 . 
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Since B shares are governed by Chinese regulations, 
which are not yet up to international standard in the 
legal and accounting framework. H shares, on the other 
hand, are traded in Hong Kong market which conforms well 
to international standard and is also very e f f ic ien t . 
This further decreases the attractiveness of B shares. 
Analysis shows that the B shares market value suffered a 
drop of 40 percent in average from March to June in 1993. 
The poor performance underlies the effor t taken by 
Shenzhen stock exchange to se t t l e B shares in Hong Kong 
dollars since August, 1993 to f a c i l i t a t e transactions; 
and to allow foreign brokers to deal B shares direct ly . 
Shanghai and some of companies of Shenzhen have also 
adopted the International Accounting Standard for 
auditing the accounts of B shares. 
Tmportannp, of H Shares ^o Hona Kona 
H shares are important to Hong Kong. The suirimary 
below highlights the benefits enjoyed by Hong Kong. 
(1) Presently, the market capital ization of the Hong Kong 
stock market is about US$220 bi l l ion and is second 
place in Asia in terms of market capitalization, 
a f t e r Japan. Third place is taken up by Singapore 
which has capital izat ion of about US$125 bi l l ion. 
The f lota t ion of the f i r s t batch of nine state 
enterprises will be complete when Yizheng Chemical, 
Dongfang Electric and Tianjin Bohai complete their 
l i s t i ng by May this year. The nine enterprises and 
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t he i r issue values are l i s t ed in Table 9. An 
estimated HK$30 b i l l i on or 1.7 per cent of the to ta l 
cap i ta l i za t ion would be added to the stock market. 
The l i s t i ng of H shares would further consolidate 
Hong Kong
 1
s leading posi t ion. 
TABLE 9 
FIRST BATCH OF H SHARES 
- E n t e r p r i s e New Issue (HK$) 
Shanghai Petrochemicals 2,500 mi l l i on 
Tsingtao Brewery 600 mi l l i on 
Guangzhou Shipyard 3 00 mi l l i on 
Beiren P r i n t i ng Machinery 100 mi l l i on 
Maanshan Iron and Stee l 1,000 mi l l i on 
Dongfang E l e c t r i c Co. 100 mi l l i on 
T i an j i n Bohai Chemicals 400 mi l l i on 
J iangsu Yizheng Chemical Fibre 1,500 mi l l i on 
Kunming Machine Tool 100 mi l l i on 
Source： The Other Hona Kona Report 1993, p. 173. 
(2) H shares provides opportunities for international 
investors who want a por t fol io of Chinese stocks and 
r ide the t ide of the booming Chinese economy. Hong 
Kong wil l benefit since H shares are traded in the 
Hong Kong stock market and more international 
investors wil l play a part in the market. More job 
opportunities in Hong Kong will be created. 
(3) H shares also give investors in the Hong Kong stock 
m a r k e t more choices. Hong Kong does not have heavy 
industry shares. H shares, being issued by Chinese 
s ta te enterprises and other private large 
enterprises, perfect ly f i l l the gap. 
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(4) Importance of H shares wil l continue to grow as more 
shares wil l be l i s t ed in Hong Kong. In 1994, four or 
f ive companies from the second batch of 22 mainland 
s t a t e enterprises chosen for overseas f lo ta t ions will 
make the i r debut on the Hong Kong exchange. More are 
expected to l i s t in Hong Kong because most Chinese 
companies applying to the State Council for 
permission to l i s t abroad generally prefer Hong Kong 
because i t i s geographically nearer and cul tural ly 
s imilar . 
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CHAPTER X 
FIELD WORK AND RESEARCH 
Hong Kong is a major international financial 
centre in the world. According to the la tes t 
s t a t i s t i c s of Hong Kong from the Hong Kong Monthly 
Digest of S ta t i s t i c s , financing, insurance, real 
es ta te and business services constituted 22 .7 
percent of GDP of Hong Kong. This is the second 
largest item af te r wholesale, r e t a i l and 
import/export trades, restaurants and hotels. We 
are therefore concerned about the effects of the 
development of Shanghai•s financial market on the 
t e r r i t o ry . Will i t be a competitor to HK? What 
are the problems hindering the development? What is 
the outlook in the future? To answer these 
questions, we have conducted interview- with four 
foreign international financial ins t i tu t ions (〒.工•）. 
The interview questions outline can be found in the 
Appendix 4• 
These F. I . include Credit Lyonnais Asia Limited 
(French), Chemical Bank (American) , Hong Kong & Shanghai 
Bank (Hong Kong) and an U.K. Bank, whose respondent 
requested for i t s anonymity. All these four companies 
have a long established presence in China since the 80's 
and have off ices in Shanghai in the form of branches or 
representative off ice . Credit Lyonnais engages in the 
security business and conducts business via i t s Shanghai 
banking of f ice . The respondent from Chemical is the 
department head for corporate finance in China while the 
o n e s from Hong Kong Bank and the U.K. Bank are on the PRC 
corporate banking area. In short, these respondents have 
P R C exposure of at least over five years and know the 
development of Shanghai very well. Interestingly, a l l 
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interviewees thought posi t ively of Shanghai but a l l 
maintained d i f fe ren t views on what areas Shanghai should 
reform f i r s t . 
We are much obliged to the time they spent with the 
wri ters and the information they provided. Their 
opinions are incorporated into the following write—up. 
We also take the l iber ty to include information from 
other sources to substantiate some of the respondents' 
views、. 
Position of Hong Kong 
Today nearly a l l the major international banks have 
the i r representative off ices in Hong Kong. Hong Kong has 
been the location of preference of most n〇n_Asian as well 
as Hong Kong-based banks, secur i t ies firms, and other 
f inancial ins t i tu t ions to manage, coordinate, or 
otherwise administer the i r marketing, operations, 
personnel, and other ac t i v i t i e s throughout Asia outside 
j a p a n . Hong Kong remains the premier loan syndication 
centre in Asia, ahead of Tokyo and Singapore.
38
 Hong Kong 
i s also a major capital markets trading centre for 
stocks, f inancial futures and gold. 
38 ” ^ ^iHina Prn^np.rtiv - A Five Pwf Strategy for 
TTn-na Future 
for the Hong Kong Economic Survey Limited. 
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So far , Hong Kong
1
s f inancial market has benefited 
from the growing trade financing business as a resul t of 
China
1
s being the largest trading partner of Hong Kong 
and especial ly the rapid economic development of the 
Southern China region. Furthermore, as China needs to 
finance i t s economic growth with external source of 
funds, Hong Kong has natural ly become the major window 
for foreign f inancial ins t i tu t ions to develop the i r 
re la t ionships with China, as well as becoming a key 
syndication centre for bank lending to the PRC. In 
addition, many loans lent to local corporates are for 
financing investments in China. 
In addition to ra is ing funds in the debt market, a 
handful of PRC en t i t i e s also raised capital in the Hong 
Kong market by issuing H shares. The Chinese government 
wi l l soon announce the names of a second batch of 
mainland enterprises to be l i s t ed on the Honk Kong and US 
Stock exchanges . 
Hong Kong
1
s healthy financial system is part ly 
a t t r ibu ted to the support rendered by the PRC bank group. 
F o r example, they provided support for the two fai led 
banks following the 1985-1986 banking c r i s i s . More 
recently, the Bank of China‘s pledge to provide 
s ignif icant lender of las t resort support during the 
f u t u r e s and stock market crashes in 1987 was evidence of 
th i s ongoing commitment
39
. 
39 _• ^ ^ i H ^ g P r o ^ P ^ i v - ^ Fivp Part Strategy for 
P^pared by sST^ t e r n a t . on a l 
for the Hong Kong Economic Survey Lunited. 
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With the growing importance of Shanghai as a 
f inancia l centre, CitiBank moved i t s Chinese headquarters 
from HK to Shanghai recently and other large foreign 
banks are following su i t . Moreover, the majority of the 
senior management at Mobil Oil, who are currently 
s tat ioned in Hong Kong, wil l be re-located to Shanghai 
sometime th i s year. Mobil now has three representative 
o f f i ces in the PRC: Beijing, Guangzhou and Shanghai. The 
reason for select ing Shanghai as the base to penetrate 
into the PRC market i s i t s increasing importance as a 
business c i ty in the PRC. 
Comparison between Shanghai & Hong Kong 
Will Shanghai overtake HK as the major financial 
centre? Below is a summary of our interviews during 
which the interviewees were asked to compare Hong Kong 
with Shanghai in certain aspects as follows. Attention i s 
drawn here that we did not include some factors e.g. 
legal system and regulatory structure for comparison 
since Hong Kong i s obviously bet ter than Shanghai. 
Financial Knowledge/Skilled Personnel 
In terms of f inancial knowledge, language sk i l l s , 
productivity and education level of the task force in the 
industry, the respondents considered Hong Kong as bet ter 
than Shanghai. They pointed out that the senior s taff of 
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PRC state-owned en t i t i e s are mostly 50-60 years old and 
have connections with senior PRC o f f i c i a l s . These people 
are usually not highly educated. On the other hand, the 
middle management are mostly university graduates who are 
open to new ideas yet lack academic and practical 
f inancial knowledge. They further commented that in 
order to get business, the financial ins t i tu t ions must 
cul t iva te a close relationship with both the senior and 
middle management. This normally takes a long time and 
i s further aggravated due to high s taff turnover. 
Staff Turnover 
Three out of the four interviewees indicated that 
s ta f f turnover in Shanghai was higher than that in Hong 
Kong. The smaller number of s taff in Shanghai part ly 
explains th is phenomenon, we were told. The other part is 
that the s taff in Shanghai require promotion and salary 
ra ise frequently. The salary, excluding fringe benefits, 
i s about RMB2,500 per month for a local senior staff 
w h i G h is high by the standard of China. If the request 
i s not honored, they will quit . In order to maintain a 
stable workforce, some PRC banks offer extra benefits to 
the s t a f f . For example, the Bank of China needed to hand 
out special bonuses to outstanding performers. According 
t〇 a source from the Royal Bank of Canada, they had 7 0 
percent s taff turnover within the f i r s t six months of the 
• c-h^ -nrrh^ i The hicrh staff turnover branch operation m Shanghai. 丄ne niy 丄  
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not only leads to higher training costs but also affects 
the operation efficiency there. 
Recruitment 
As to recruitment, these F. I . s found i t easier to 
recrui t quali ty and experienced calibres in Hong Kong. 
In Hong Kong, recruitment is normally based on the 
candidate
1
s qual i f icat ions and experience. This is not 
so in China as one of the interviewees pointed out. They 
prefer to employ s taff with good connection with the PRC 
o f f i c i a l s so as to f a c i l i t a t e their work. 
Standard International Practice 
Hong Kong is far much bet ter than Shanghai in this 
area. I t i s s t i l l quite slow to get a transaction done 
in Shanghai because the Shanghainese, l ike most of the 
mainland Chinese people, are lethargic and are not as 
e f f i c i en t as the Hong Kong people. However, the 
respondents said that Shanghai people are becoming more 
e f f i c i en t and are catching up with the international 
business practices a f te r learning from the foreign owned 
F . I . employees• 
Guanxi/Bureaucracy 
I t was coimnented that Guanxi (connection) plays a 
s ignif icant role in the business world in Shanghai. 
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Having good guanxi means that the government approval can 
be obtained more quickly. Three respondents thought that 
there are a lot of bureaucratic practices in Shanghai 
which lower the productivity and efficiency. However, 
Credit Lyonnais representative did not think that the 
bureaucratic problem is serious in Shanghai and pointed 
out i t i s Beijing, China
1
s po l i t i ca l centre, which is the 
most bureaucratic. 
The problem is widely f e l t . A diplomat based in 
Shanghai said that development plans suffer from the 
ineff ic iencies and corruption in the local bureaucracy. 
• You have to use certain methods to work through 
bureaucrats.
1
 the diplomat said, in response to claims 




The respondents were generally sa t i s f ied with the 
telecoirnnunications system like IDD or fax. They a l l 
found i t easy to get through an international phone l ine. 
〜 … 呐 … . q u r D e ^ ^ a Hona Kong as the Major Financial 
“ Centre 
A 1 1 the respondents agreed that Shanghai‘s finance 
s e c t o r W i i l continue to grow alongside China‘s economic 
40riniria TP如 Report, October 1 9 9 3 . 
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development. However, they did not think that Hong 
Kong's importance to China will dwindle in the coming few 
years. Hong Kong will continue to be the major 
internat ional financial centre for China and the Asia 
Pacific region and ass i s t Shanghai to develop i t s 
f inancial market. In fact , the development of financial 
industry in Shanghai will be mutually beneficial to both 
Shanghai and Hong Kong. An appraisal of the si tuation is 
given、below. 
1. Long Established Position of Hong Kong 
HK' s posit ion as the major financial centre is not easy 
to replace since most of today's part icipants in the 
internat ional capital flows already have established a 
relat ionship with Hong Kong. They are familiar and 
comfortable with doing business in Hong Kong and 
natural ly l ike to choose Hong Kong as the principal and 
the most e f f ic ien t locale for fac i l i t a t ing these flows. 
According to Credit Lyonnais, Singapore or even Taiwan 
desire to replace Hong Kong as the international 
f inancial centre in Asia but have not been successful 
thus far . On one hand, these two places have their own 
limitat ions l ike government policies . On the other hand, 
i t i s not easy to surpass Hong Kong due to this long-
established position. 
2 . china Needs Hong Kong for Transfer of Knowledge and 
Tapping of Foreign Capital 
in China, there is s t i l l inadequate financial expertise, 
although there are a lot of Potential cal .bres. 
Currently, these people are s t i l l in the process of 
93 
grabbing basic f inancial knowledge and i t takes time to 
bui ld up the knowledge as well as experience. China 
r e l i e s on Hong Kong for the t ransfer of financial 
knowledge and for ra is ing funds via the t e r r i t o ry where 
there i s a well-established financial system. As stated 
in the section on Strategic 工 importance of 
Liistina/Acauisition of Companies in Hona Kona to China of 
Chapter IX, Hong Kong also serves as a base for China to 
extend i t s influence overseas. 
3. Hong Kong as a Regional Financial Centre 
Hong Kong i s a f inancial centre covering many Asian 
countries. For example, a lot of project finance deals, 
syndication loans or f loat ing ra te notes for Korean, 
Thai, Indonesian corporates/banks are arranged in Hong 
Kong since there is a lack of expertise in these 
countries. As a resul t of the existence of other 
markets, the f inancial ins t i tu t ions would not move the 
b a S e completely to China where the financial market has 
jus t begun to develop and r isk the chance of losing the 
o t h e r markets. Furthermore, i t would be risky and costly 
t〇 move a l l the existing set-up to a newly developing 
m a r k e t especially when everything has been going on 
smoothly and e f f i c i en t ly in Hong Kong. 
The respondents indicated that thei r companies would 
use Hong Kong as a base at least m the coming five 
y e a r s , beyond which i t would be d i f f i cu l t to predict what 
would happen. However, i t l ikely that they will move 
t h e w h o l e China desk to Shanghai in the near future. 
T h e y indicated that i t i s important to have some sen.or 
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s t a f f s ta t ioning in Shanghai for direct supervision of 
local s t a f f , fas te r decision making, be t te r understanding 
of the market and closer relat ionship with the customers. 
4. H Shares Benefit Hong Kong Stock Market 
Hong Kong in fact benef i ts from China
1
 s financial 
industry development as l i s t i ng of H shares in Hong Kong 
since l a s t year has been providing more choices to 
investors and a t t r a c t s more foreign investors to 
pa r t i c ipa te in the local stock market, making i t more 
in ternat ional and increasing the trading volume. 
According to Hong Kong Stock Exchange Chief Charles Lee, 
Hong Kong's cost-effect iveness and efficiency as a fund— 
ra is ing centre has always been a se l l ing point for the 
t e r r i t o ry , which has been a t t rac t ing a growing amount of 
foreign funds. A study conducted by the exchange in 1993 
year showed that 30-40 percent of the money invested in 
Hong Kong came from foreign sources, which was estimated 
to amount to several hundred b i l l ion Hong Kong dollars . 
5. Advantages of Hong Kong over Shanghai 
Hong Kong's success as an international financial centre 
can be explained by the well-defined and established 
i n v e s t o r - p r o t e c t i o n standards, adherence to international 
accounting standards, market efficiency, disclosure of 
information, free exchange movement A good legal 
environment e tc . As shown in the next section on 
problems facing Shanghai, these are what Shanghai does 
not have and as such i t s financial market development is 
constrained. 
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Given that H shares are much more liquid
4 1
 and i t is much 
easier to get a transaction done in Hong Kong, one may 
ask whether Hong Kong will overshadow the importance of 
Shanghai. "The competition between New York and 
Philadelphia for the pre-eminent financial centre of the 
US in the early nineteenth century may be pertinent in 
th i s regard. While i n i t i a l l y Philadelphia quotation of 
stock prices were published throughout the country, these 
were - eventually replaced by New York quotation. This is 
an i l l u s t r a t i on of the central izat ion forces in finance 
where business gravitates to markets with more l iquidi ty 
and lower transaction costs .
 1,42
 These forces may be much 
stronger in Hong Kong because of i t s well-established 
market. 
6. Advantages of Shanghai over Hong Kong 
Nevertheless, Hong Kong does not always have an absolute 
advantage over Shanghai. Solely based on economic 
reasons, Hong Kong could possibly take the role of 
Shanghai and act as the financial centre for the whole 
China. Since the Hong Kong market is far more ef f ic ient , 
i t makes more sense for corporates to tap foreign capital 
through Hong Kong. However, po l i t i ca l considerations 
o f t e r i come into play in the real economic world and this 
4i-stock Market ^ ^ " r h i r ^ Quartpr1vf Wardley 
.Tames 〜广“1 - K〇nq' O c t o b e r 1 9 9 3 . 
42pe0rae Hui. "Ranking Hong Kong as an International 
F i n a n c S c lntre • ” ^ ^ P 3 9 
r ^ Z ^ H i n i — r - ^ y — Hona Kong, Number 22, 1992 , P.M. 
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i s one of the major reasons leading to the growth of 
Shanghai . 
In the po l i t i c a l context, Hong Kong is nowhere near to 
Shanghai which has become one of the three municipalities 
and has been very loyal to the Chinese government. The 
po l i t i c a l importance of Shanghai grows as a result of the 
promotion of ex Shanghai mayors to the leadership 
posit ion of the government. The notable examples are 
Jiang Zemin, the Chairman and Zhu Rongji, the Vice-
Premier. Therefore, most enterprises would prefer to 
have shares l i s t ed on SSE so as to keep a closer 
connection with the government and to show i t s good 
intention to help develop the market. Furthermore, the 
l i s t i ng regulations of SSE are not as s t r i c t as those in 
Hong Kong. Therefore, more enterprises would naturally 
favor SSE to l i s t the shares. 
Secondly, Shanghai has an advantage over Hong Kong 
in terms of geographic location. Traditionally, a 
feature of a financial centre is the presence of a 
hinterland with a significant saving base. The savings of 
the domestic economy can part ly be used to finance 
domestic development and part ly be channelled to overseas 
t〇 exploit international investment and growth 
o p p o r t u n i t i e s . However, "neither Hong Kong nor Singapore 
seems ‘ to have hinterlands within their national 
boundaries."
43
 On the contrary, the whole China can serve 
43rporae Hui. "Ranking Hong Kong as an International 
F i n a n c L l Centre • “ ^ Konc, genome Papers the 
^ ^ n a i X g x k ^ ^ f Hong Kong, Nurrtoer 22, 1992 , P.42. 
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as the hinterland for Shanghai and therefore the 
potential is very large. 
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Problems Facing Shancrhai in the Course of 
Developing i t s Financial Market 
In addition to the shortage of experienced 、 and 
ski l led personnel and high staff turnover at the moment, 
the respondents stated that a lot of problems are 
hindering the development of the financial market in 
Shanghai. The major ones are the lack of competition, a 
poor regulatory environment and infrastructure, lack of a 
clear set of accounting rules and inconvertibili ty of 
RMB. On top of these factors, we have also observed 
other problems. Where possible, we have added updates on 
measures to address the problems. 
Lack of Free Competition 
Despite a l l the recent reforms in the financial 
sector, Shanghai's financial industry is s t i l l highly 
controlled by the Chinese government and free competition 
does not exist . The A shares market is solely dominated 
by domestic brokerage firms and no foreign investment 
h o u s e s are allowed to underwrite and/or trade A shares at 
the moment. For B shares, foreign brokerage firm cannot 
a c t a s the sole underwriter. I t must underwrite the 
stocks joint ly with a PRC securities house although the 
！ a t t e r always re l ies on the former to do most of the 
work, say, instructing foreign accountants to prepare 
information memorandum and coordinating the international 
offer . 
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While the PRC government has the good intention to 
protect the domestic secur i t ies houses from cut-throat 
competition, the sort of monopoly/semi-monopoly will 
however slow down the learning process on the part of the 
PRC secur i t i e s houses and therefore the development of 
the secur i t i e s market. 
The government however has taken measures to 
strengthen Shanghai
1
s posit ion as a regional financial 
centre. The Shanghai exchange soon wil l grant special 
membership to a limited number of foreign stockbrokers, 
according to a spokesman from a foreign merchant bank.
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Meinbers from foreign secur i t ies houses would be granted 
special membership and would have the same r ights as the 
mainland members. The advantage of having special 
membership i s that foreign brokerage firms with special 
seats must deal through a mainland partner, while those 
granted special membership need not. In a l l , 2 6 foreign 
brokerage firms have been offered special seats on the 
Shanghai exchange, though i t i s understood that not a l l 
h a V e taken up the of fe r . Also, the s ta te treasury bond 
m a r k e t wil l be opened to overseas investors. If the 
measures come into ef fec t , there will be more 
c o m p e t i t i o n . T h e local brokers w i l l face more challenges 
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Inheri ted Banking Problems of a 
Centrally Planned Economy 
Under a centra l ly planned economy, most of the' PRC 
f inancia l i n s t i t u t ions are owned by the s ta te . These 
f inancia l i n s t i t u t ions , par t icu la r ly the banks c lass i f ied 
as s t a t e banks, namely, the Industr ia l and Commercial 
Bank, the Agricultural Bank, the BOC, the People's 
Construction Bank, the Communications Bank, and the China 
Investment Bank, remain largely the tools of government 
policy in nature. They are subject to t ight res t r i c t ions 
by the government as to decisions on in teres t ra tes , 
terms of employment, and other areas of the i r businesses. 
This problem is underscored by the inab i l i ty of the 
banks to absorb deposits from the private sector. 
Private savings, much of which is said to be hidden 
••under the mattress" (that i s , not deposited in banks), 
are estimated at over RMB1,000 b i l l ion .
4 5 
While China has money available, the d i f f i cu l ty has 
been to access private savings as a resul t of the low 
in te res t ra te set by the government rather than market 
forces. The issuance of bonds made the s i tuat ion of the 
b a n k s even worse. The 1994 two- and three-year treasury 
bonds issued on April 1, 1994 bear annual interest rate 
〇f 13 per cent and 13.96 per cent respectively. The 
Ministry of Finance maintained that interest rates on the 
bonds would stay about one per cent higher than on bank 
45chin^ers^ect ive , Arthur Anderson, fourth edition, 
August‘1993. 一 
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deposits and the bonds can be cashed before expiry and 
s t i l l earn more in teres t than they would in a bank. 
As a matter of fact , the bond issue was used by 
Beijing to fight inf la t ion . Starting this year, the 
central government will not print money to finance i t s 
d e f i c i t . Instead, i t will issue bonds to cover increased 
f i s ca l spending. The 1994 bonds were well received by 
the Chinese people.
46
 This adds to the d i f f i cu l ty faced by 
the banks in getting deposits. 
Further, stock market offers another a t t ract ive 
investment a l ternat ive to investors as a result of higher 
return. Therefore, i t is not surprising that the banking 
system cannot function effect ively in collecting surplus 
fund and channelling i t to viable businesses via lending. 
The s ta te enterprises are also straining the banking 
system. Over 30 percent of the large- and medium-sized 
enterprises are said to be losing money borrowed from the 
banks. In 1993, the losses amounted to RMB3 0 bi l l ion, up 
more than 20 percent from 1992.
47
 The scale of their 
losses i s affect ing the banking system, which is believed 
to have substantial loan assets that are technically in 
defaul t . Although the s tate owned banks are unlikely to 
be endangered as losses will be funded by the state, i t 
m a y a f f e c t bank lending to various sectors of the 
economy• 
46.qrmth C^iria Momina Post, April 2, 94. 
47.qrvnHn Ch— Mnrnina Post, April 2, 1994. 
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Unless these banks possess an awareness of costs or 
a sense of r isk and can adjust lending rates、 in 
accordance with the costs of procuring funds or risks 
presented by the borrowers, there is no way that the 
f inancial industry can develop further . 
Fortunately, Mao Ying Liang, Director of the 
People's Bank of China Shanghai branch recently disclosed 
that , various state-owned specialized banks will become 
coinmercial banks by pursuing what Mao called "risk-
rela ted management". Competition will be encouraged 
among these banks in the near year. The five main 
specia l i s t state-run banks will have to cut their t i e s to 
government as well and act as wholly autonomous 
commercial ins t i tu t ions . 
Lack of Well Written Regulations 
and Legal Structure 
Continual financial reforms in Shanghai are 
hamstrung by the insufficiency of commercial guidelines 
a n d a lack of an open and rel iable regulatory 
s y s t e m / e n v i r o n m e n t . The structure and rule of a system 
for fund raising and banking ac t iv i t i es are s t i l l in a 
. t r a n s i t i o n a l stage from an old centralized planning 
system to a fu l l market oriented one. However, such a 
regulatory system must be set up soonest to protect 
investors‘ and depositors' interests by maintaining and 
enforcing the highest professional standards and codes of 
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conduct, while at the same time encouraging the greatest 
possible range of opportunities, f l ex i b i l i t y and choices 
for investors and f inancial intermediaries. 
The lack of a national secur i t ies law has already 
inhibi ted foreign par t ic ipa t ion in the stock market as 
investors investments are not well protected. As 
commented by the respondents as well as a recent Canadian 
Chamber representat ive, the Shanghainese themselves are 
often at a loss because of the frequent changes in 
government po l ic ies . They admit that these have created 
quite a lot of confusion in the investment community and 
no one rea l ly understands what the changes are. As such 
the PRC government must r ec t i fy the regulatory problems 
as soon as possible. 
China i s s t i l l in the process of developing a 
comprehensive system of laws and a strong legal basis to 
ensure that there is law and that law is implemented. 
Although China has stepped up ef for t s in draft ing 
economic laws and several new laws are due to be 
promulgated th i s year, the implementation of these laws 
i s more important. 
Unclear Directions 
This problem is evidenced by the set-up of the China 
Foreign Exchange Trading System. I t i s based in 
Shanghai and was opened on April 4, 1994. I t replaces 
exist ing foreign currency swap centres. Beijing said on 
t h e eve of the opening of the centre that foreign firms 
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must continue to use the swap centres. Foreign companies 
are upset that they are kept out of the in ter bank system 
while mainland competitors are allowed to par t ic ipate in 
the new network. Swap centres provide an inef f ic ien t 
venue for foreign companies to offload yuan and buy hard 
currencies, which are usually in short supply. 
Of China's 100 foreign banks and financial 
i n s t i t u t i ons , those wishing to join the in ter bank system 
wi l l have to deposit up to US$850,000, with no interes t 
return, for the privi lege of being allowed to se l l , but 
not buy foreign currencies. 
Foreign banks received confl ict ing messages about 
membership in the exchange centre. Before they could 
join the new centre, foreign banks were told they would 
have to deposit $350,000 in yuan with no interes t payable 
and with the consequent r isk of losses from exchange rate 
f luc tuat ions . Then bank were told they would also have 
to t rans fe r five per cent of the i r capital 一 for most 
foreign banks about $500,000 - into a settlement account 
before they could join. The PBOC did not say whether 
in te res t would be paid on th is deposit. The retention 
〇f the exist ing swap centres to serve foreign-funded 
v e n t u r e s added to the confusion. 'This is banking 
regulation on the run and i t i s a disaster , ’ said on 
Shanghai-based Western banker.
 4 8 
48.^^^11 闩 Morn i ria Post, April 1, 94. 
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Inconver t ib i l i ty of RMB 
For Shanghai to become an international financial 
market, the Chinese currency must be fu l ly convertible 
and there must be no foreign exchange control to inhibit 
funds to flow freely in and out of the financial centre. 
However, RMB is not freely convertible, in fear of the 
huge foreign exchange exposure. If RMB is allowed to 
f loa t and become fu l ly convertible, China may be severely 
h i t in case of RMB depreciation since the country has 
incurred huge amount of foreign debts which stood at a 
staggering sum of US$69,3 b i l l i on at the end of 1992, 
representing 15.9 percent of GNP.
49
 The government is 
T unlikely to allow greater access to the currency markets 
for i t s own ci t izens un t i l i t i s certain the yuan is 
s table enough to withstand greater exposure. 
Nonetheless, controls have been progressively relaxed in 
a n e f fo r t to promote greater foreign investment since 
1983 . 
U n d e r foreign exchange control, even some minor 
transactions cannot be done freely. For example, a 
foreign representative off ice which intends to pay s taff 
in foreign currency has to apply to the exchange control 
au thor i t ies for permission. Furthermore, 
i n c o n v e r t i b i l i t y o f R M B makes repatr iat ion o f prof i t 
d i f f i c u l t . One could imagine how Shanghai could turn 
^ n l - h ^hi— MrvrrHncr Post, January 20, 1994. 
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into a f inancial centre i f every remittance needs to go 
through a bureaucratic government body. 
The Chinese government, however, allowed ‘ the 
uni f ica t ion of the swap and o f f i c i a l rates of RMB on 
January 1, 1994. A further step was the opening of a 
nation-wide foreign exchange centre in Shanghai. While 
i t i s generally agreed that RMB wil l not become ful ly 
convertible in the coming 3 years, the above developments 
represent groundwork towards the relaxation of foreign 
exchange control in China. 
Government Intervention 
The f inancial market i s not free of government 
intervention. For instance, the government does not 
allow bonds held by enterprises to be traded on secondary 
markets par t ly because i t does not l ike bonds to be 
traded at a discount. When the Shanghai Exchange opened 
in December 1990, a limit of 5 percent was placed on 
daily share price movement. 
In February, 1992, the SEE l i f t e d res t r ic t ions on 
allowable ranges of price movements on two of i t s l i s t ed 
equi t ies .
5 0
 On May 25, 1992, Shanghai authori t ies 
abolished the price limit of a 5 percent fluctuation on 
daily trading. The Shanghai index soared to the height 
of 1,420.79 points . 
sop-hina Eco^omi n Review Vol. 3, Number 2 1992. 
107 
Lack of a Powerful Central Bank 
Although the People's Bank of China became the 
central bank of China in 1984, i t functions more as an 
administrative arm of the government. I t is not a truly 
independent central bank responsible for controlling 
in f la t ion and money supply. Unless China successfully 
establishes a central banking system capable of coping 
with the needs of a modern market economy, the economic 
benefi ts of the currency unification and other financial 
reforms would not material ise. 
However, a crucial aspect of the recent 
banking/financial reforms is to transform the People's 
T Bank of China into a true central bank accountable only 
to the State Council and will have fu l l autonomy to 
determine monetary pol icies . The regulation makes i t 
clear that the PBOC would be i t s f inal arbi ter and 
implementer of the tax laws. 
Developing/Immature Market 
T h e Shanghai Securities Exchange is a developing 
market. Total market capital ization and trading volume 
. o f the stocks l i s ted on the SSE, part icularly the RMB-
denominated special shares, are substantially smaller 
t h a n those of more developed financial markets. 
Currently, there is a shortage of inst i tut ional investors 
i n t h e stock market of Shanghai. This means that, in 
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general, there is l ikely to be a lower degree of 
l iqu id i ty but a higher degree of price vo l a t i l i t y in the 
trading of shares on the SSE. 
Similarly, the inter bank market is s t i l l immature. 
The turnover on the inter bank market in 19 92 was 
RMB107.9 b i l l ion , no more than about 5 percent of nominal 
GNP. In Japan
1
 s case, the turnover on the inter bank 
market in 1992 (as measured by the current deposits with 
the . Bank of Japan) was about 71,800 t r i l l i o n yen, over 
150 times the nominal GNP. From the ra t io of the market 
size to GNP, i t is clear how iinmature China's inter bank 
market i s .
5 1
 As the inter bank market is so limited, 
indirect macroeconomic control by the central bank 
through financial policies becomes d i f f i cu l t . 
The biggest reason for the immaturity of the inter 
bank market in China is the lack of establishment of a 
system for settlements. Fund requirements on the inter 
bank market are met by funds from bank accounts. This 
requires accurate information on a national basis 
regarding funds and a means of quick settlement. In 
c h i n a , however, there is no settlement system enabling 
s u c h transactions, so each region must separately trade 
funds with the central bank to meet i t s fund 
requirements. Chinese banks therefore need to build up 
m a s s i v e reserve accounts so as to be able to access the 
funds they need at any time. The rate of account 
reserves is only several percent in Western countries (as 
5i,T t^-ro, China Newsletter No. 107. 
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of the end of August 1993, the effect ive reserve rate was 
0.43 percent in Japan, 1.56 percent in the U.S. A, 4.2 
percent in Germany, and 0.7 percent in France) .、 In 
China, there i s a mandatory reserve rate of 13 percent, 
supplemented by a 5 to 7 percent back up rate for daily 
settlements for a high to t a l ra te of about 20 percent .
52 
However, the PBOC wil l set up a multi—billion dollar 
payment system for in ter bank settlements linking a l l of 
i t s .branches as part of e f fo r t s to boost the role of the 
mainland central bank. The giant network wil l be a big 
step in the modernisation of China
1
 s banking system. 
Regarding settlement system for the stock market, i t i s 
p re t ty advanced and SSE aims to link up i t s quotation 
system with other overseas markets , 
Cumbersome Administrative System 
The exchanges of Shanghai and Shenzhen are 
r e s t r i c t ed to l i s t i ng businesses only and have not been 
empowered to approve share issues. Beijing decides the 
n u r t l b e r of shares i t allows to issue each year in every 
province and ci ty , which then decides the enterprises to 
issue shares and how many they will issue. Enterprises 
, w i l l then send the i r share issuing and l i s t i ng materials 
to the secur i t ies authori t ies of the i r province, then the 
Chin^ 胸 只 l e t t e r No. 107 November - December 
1993 . 
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China Securi t ies Regulatory Commission and the stock 
exchange on where they applied for l i s t i ngs . In th i s 
regard, Beijing i s being urged to simplify the procedures 
for the country's share issues and delegate the right of 
examining share issues to exchanges .
5 3 
Apart from the examination procedures that have 
drawn concern, the method of share al location also causes 
problems. In 1993, an unlimited issue of share 
subscription forms had been used as a new method of share 
a l locat ion, replacing the limited issue of forms. While 
an unlimited issue enables shares to be dis t r ibuted in a 
f a i r e r manner, i t involves a higher cost in the purchase 
of shares. Investors complained that the i r effect ive 
cost of buying shares was so high they were unable to 
cover the premium the primary shares could bring them. 
The high extra cost has put i t s share prices under 
pressure . 
Accounting Practice 
China has practised a central ly planned economy for 
O V er forty years. Under such an economic system, 
accounting and reporting practice were required to adhere 
t o u r i i form accounting system set by various government 
agencies, rather than to the international standard 
prac t ices . The old accounting standards of Chinese 
enterprises are not well suited to the stock system's 
53,g011t-,h Ch^a Morning Post, February 22, 94. 
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need for r e a l i s t i c financial assessment and disclosure. 
Consistent accounting rules and regular auditing for 
publicly traded companies are needed to provide financial 
transparency . 
Recognizing the importance of following 
internat ional accounting practices, China has adopted 
accrual basis, prudence and other concepts as general 
pr inciples in the "Accounting Standards for Business 
Enterprises" promulgated by the end of 1992. Great 
a t tent ion would be paid to improve the quality of basic 
accounting records and to make accounting information 
much more re l iab le . 
Inexperienced Workforce 
While the general quality of the workforce is high, 
the financial knowledge of the people in the industry 
s t i l l lags behind the rapidly changing financial market. 
Over a longer horizon, the s taff ing of financial industry 
should not be a problem there since Shanghai is China
1
s 
second largest centre for t e r t i a ry education (after 
Beijing). Education expenditures grew to RMBl.4 bi l l ion 
in 1992 from 205 million in 1978.
54 
There are 51 colleges and universit ies in the city, 
e i g h t of them such as Fu Dan University and Jiao Tong 
University, are the country's key inst i tut ions of higher 
e d u c a t i o n with nearly 700 specia l is ts . The enrolment of 
m … H s t i m l YP-arb— of Shanghai . 1993. 
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students and graduate students to ta l led 130,000 in 19 90 
and more than 90,000 were enrolled in adult higher 
education. From 1978 to 1990 postgraduates nuinbered 
20,300.
55
 University students and t e r t i a ry level students 
to ta l l ed 11,950 and 53,000 in 1992, accounting for 5.5 
percent and 3.6 percent of national to t a l . On the 




-As a resul t , there are a lot of high qualif ication 
cal ibres available to support the growth of the financial 
industry. At the end of 1990, Shanghai finance circle 
had 60 percent s taff with college and professional school 
education, comparing to 20 percent in 1979.
57 
The State government ful ly understands that a well 
qual i f ied work-force, bet ter development and application 
of technology will a l l play a much more important role in 
promoting economic growth and progress. As such, i t has 
been spending more in education. The higher education 
authority hopes that by the year 2 000, the nuirGoer of 
social science students will be equal to that of science 
and technology students. To make i t easier for students 
t〇 cope with a market economy-oriented society, the 
o f f i c i a l indicated that business courses will be made 
available in science and technology colleagues. 
D^veP^piria Shanghai Finance. June 1991. 
Rtir^l Yp-arbo^v of Shanghai. 1993 . 
5 7 ’ ppvel- r^q Shanghai Finance. June 1991. 
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Furthermore, a lot of foreign financial ins t i tu t ions 
offer t ree training to the customers to t ra in up 
fineLncial expertise . 
Space Shortage 
Office space is both expensive and hard to come by. 
The net demand for Grade A off ice space in the ten years 
from- 1983 to 1992 has been equivalent to 15,700 square 
metres p .a . However, during the three years from 1990 to 
1992, take-up has averaged 25,000 square metres p.a. with 
a record take-up of 35,700 square metres achieved during 
the year 1992. In the f i r s t six months of 1993, net 
take-up has been equivalent to 25,2 00 square metres 
Average Grade A off ice rentals over the f i r s t six 
months of 1993 have increased by 2 9.2 percent and were 
US$504 square metres p.a . Between 1985 and 1 9 9 2 , office 
r e n t a l s have increased at an average annual compound 
g rowth rate of 9.7 percent only. Rental growth is 
anticipated to continue, underpinned by strong demand.58 
Spirall ing rentals will make foreign investors think 
twice before opening offices in Shanghai. 
58-shanghai Property " ^ Auaust 1993^ ^ 
off ice Market.“ Jones Lang Wooton, August 夂 
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Infrastructure 
While overall the interviewees were sa t i s f ied with 
the telecommunications f a c i l i t i e s in Shanghai, the other 
inf ras t ruc tures , e.g. transportation means, pale in 
comparison with international standard and are certainly 
not suf f ic ien t to support Shanghai's financial market 
development. 
Presently, the rate of road per person of land in 
Shanghai i s currently 7 percent compared to 14 percent in 
New York City. Furthermore, breakdowns at the power 
plants near Shanghai, coupled with the s t ra in of keeping 
up with the c i t y ' s economic growth, caused more than 
2,000 power fai lures during 1993. 
T〇 speed up the development of Shanghai, the 
Shanghai government plans to spend RMB50 bi l l ion to 
upgrade transport f a c i l i t i e s by 2000. Specifically, i t 
has decided to launch a number of projects for building 
in f ras t ruc tuml f a c i l i t i e s in the next three years. 
T h e S e include a deep water port, the Pudong International 
Airport, the Pudong telecommunications network, a highway 
surrounding the ci ty, etc.
5 9 
. Q ^ TT^ rvnrrmin News No. 5 (8 February , 1993). 
^ — — M m a m e a a a g ^ a g 
115 
Escalating Labor Cost 
Shanghai ranks with Guangzhou as a high-cost 
investment location, by China
1
s standards. Most foreign 
firms were forced to hand out two pay r ises in the f i r s t 
half of 1993. A survey for the 12 months to September 1, 
1993, conducted by Wyatt Co, showed that Chinese national 
employed by wholly owned subsidiaries of foreign firms in 
Shanghai had salary r ises of 31.8 percent.
6 0 
The monthly basic wages for ski l led and unskilled 
workers are RMB600 and RMB3 0 0, r e s p e c t i v e l y W h i l e 
basic wages are around the same level as in Beijing, 
extra bonuses and benefi ts , especially for housing, push 
average to ta l monthly costs per worker up by around 110 
to 120 percent. 
No freedom of Information Dissemination 
Fan Tianyi, one of the senior financial journalists 
at Shanghai
1
s Liberation Daily, admitted that his 
newspaper would not report a corruption scandal unt i l the 
case had been set t led by the courts or communist party 
authori t ies .
6 2
 While the Shanghai securi t ies exchange does 
60,gnnth Clnina Morning Post, December 28, 1993 . 
6iBu^Jjiess_Asia, 11 October 1993 . 
Ch-ina Morning Post, February 5, 1994. 
116 
i t s best to disseminate information about i t s l is ted 
companies to investors as quickly and accurately as 
possible, the financial media is s t i l l very much 
controlled by the government and negative or damaging 
information tends to get withheld from public unti l the 
authori t ies have had time to rect i fy the situation. 
Potential Competition from Other Cities 
Both the Shanghai and Shenzhen exchanges are set up 
on an experimental basis. Once the Chinese of f ic ia l are 
sa t i s f ied that the rules, standards and operational 
procedures are mature enough, they will open more 
exchanges in other parts of China. Mr Liu Hongru, 
chairman of China Securities Regulatory Commission said: 
• Our two present stock exchanges are both in the south, 
which is not an ideal situation for a country as big as 
th i s . Another stock market would increase competition, 
which would be good.
 1
 He said basic market 
infrastructure including laws, accounting standards and 
personnel a l l had to be improved before China could 
increase the number of exchanges . When the third market 
is open, Shanghai will definitely face more competition. 
In addition, the central government intends to open up 
more coastal c i t ies to foreign banks. Then, the superior 




would be a t t rac ted to other provinces/c i t ies if the above 




While Shanghai enjoys a superior position to 
other c i t i e s to emerge as a major financial centre 
for China, i t s future growth is hindered by the 
、inherited problems of a central ly planned economy, 
exchange control, lack of a real central bank etc. 
Most of the problems are deep-rooted in the Chinese 
economy and are not easily solved in the short run. 
We do not expect a l l necessary changes to take place 
at one time especially in view of the gradualism 
policy adopted by the Chinese government. 
Nonetheless, the government has been introducing 
reforms to bring about a sound and ef f ic ient 
f inancial system. 
According to the four financial ins t i tu t ions 
interviewed, Shanghai has yet to overtake Hong Kong as 
the major financial centre in Asia in the medium term 
given the above-mentioned problems as well as lack of 
expertise and the time required to build up an eff ic ient 
a n d re l iable system. Hong Kong will continue to play an 
important role in assis t ing China to develop i t s finance 
industry and at the same time benefit from China' s 
economic development. Specifically, the l i s t ing of H 
shares has increased to ta l market capitalization and 
a t t rac ted more investors to the Hong Kong stock market. 
The stock market may enjoy another boom when the second 
batch of H shares is l i s ted this year. Although the 
financial market of Hong Kong is more eff ic ient than that 
of Shanghai, the importance of Shanghai will not diminish 
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as the central government needs to develop i t s own 
financial centre to counteract the growth of the Southern 
provinces. More importantly, for those enterprises which 
have close connections with government but are not able 
to meet the Hong Kong Stock Exchange
1
 s l i s t ing 
requirement, Shanghai remains an ideal centre for raising 
capital as well as maintaining good contacts with the 
government. 
- T o conclude our study, we want to emphasize that 
t e r t i a ry industry will be the focus of growth in the 
future. In addition to finance industry, the re ta i l 
market and the real estate sector are expected to boom 
further. No investor can afford to ignore business 
opportunities in this huge market. In short, the outlook 
for Shanghai's economic development is positive. This, 
however, cannot be taken for granted and the Chinese 
government must strive for a good investment climate so 







































































































MAP OF NEW DEVELOPMENT AREAS 
OF SHANGHAI 
JIANGSU ^ 、 • 耀 ~ 
\ W^^m^K ‘W^ 一乂 
_ 
Q} ^ ^ ^ ^ _ Shanghai Suburban Area : 
Source: Shanghai Economic Information Centre 
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APPENDIX 3 
VARIOUS FORMS OF FOREIGN INVESTMENT
63 
Since the sections and chapters a l l mention about 
foreign investment, i t i s advantageous here to 
distinguish the important forms of foreign 
investment. 
(1) Equity Joint Ventures 
An equity joint venture, o f f i c i a l l y called a Sino-
foreign joint venture, is a limited company joint ly 
funded through equity by two or more investors. I t 
has the status of a legal person, and the investing 
companies share prof i t or losses in proportion to 
the i r respective equity shares. 
(2) Wholly Foreign-Owned Enterprises 
A wholly foreign-owned enterprise is a branch funded 
by a foreign firm, or i t can be an independent 
enterprise formed by a foreign company or a group of 
individuals outside China. I t i s wholly responsible 
for p rof i t s or losses. 
(3) Contractual Joint Ventures 
A contractual joint venture is sometime called a 
•cooperative venture
1
 and i t is probably unique to 
China. I t is a loose form of enterprise where 
Chinese and foreign partners cooperate in operations 
and management as prescribed in the contract. The 
Chinese often provides land, natural resources, 
labour, local equipment, or f a c i l i t i e s but does not 
contribute equity funds. The foreign partners often 
provide funds, technology, major new equipment and 
materials. Under a contract joint venture, Profits 
o r losses are sp l i t according to a rat io that both 
par t ies have agreed upon beforehand. 
63The various forms of investment are taken from: 
Nvaw Mee-kau. "Direct Foreign Investment in China： 
Trpnds Performance, Policies and Prospects." Ch^m 
£j2ev/ l993 . Hong Kong: The Chinese University of Hong 
Kong Press, 1993, p.16.3. 
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(4) Joint Development Ventures 
A jo in t development venture i s a joint investment by 
Chinese and foreign in te res t s that i s limited 
primarily to exploration of off-shore resources. The 
purpose of the venture i s not to share p ro f i t s but to 
share o i l resources. Output, once produced, i s 
divided between both sides according to contract 
terms . 
All the above four types of ventures can also be 
c l a s s i f i ed as direct foreign investment. 
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APPENDIX 4 
OUTLINE OF THE INTERVIEW QUESTIONS 
1. Background information 
a . Company name 
b. Name/title of respondent 
c. Type of establishment (Branch or Joint venture) 
d. Business nature 
e. Business commencement date in PRC 
f . Length of PRC approval for establishment 
g. location in Shanghai 
h. number of employees in Shanghai 
i . % of local s ta f f vs expatriates 
2. other set ups in China and where? 
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3. A comparison between Shanghai and Hong Kong. Please 
put a t ick under the place if one is bet ter than the 
other. Please also provide comments on each factor 
when compared to HK? Do you foresee Shanghai to be 
able to catch up with HK in these areas? 
a. Human Resources 
HK Shanghai 
i . Foreign language sk i l l esp. English 
Comments : 
i i . General knowledge of financial 
industry 
Comments： 
i i i . Education level of senior s taff 一 
Comments : 
iv. Education level of junior s taff 一 
Comments : 
v. Which place has a higher salary expenses as a % of 
to t a l revenue —— 
Please specific % and wage level for senior staff in 
Shanghai . 
Comments : 
v. where has higher s taff turnover? — 
Comments : 
v i . where is more d i f f i cu l t to recruit experienced 
calibre? —— ~ 
Comments : 
v i i . where has higher productivity? 一 
Comments : 
b where has more open social a t t i tude towards 
outsiders in the business context? 一 
Comments： 
c . importance of guanxi in business 一 
d Communication technology 一 
: (e.g. easy access to fax or IDD) 
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e. Where has more favorable government pol icies 
re la t ing to the f inancial market? 
f . Where has more bureaucracies? 
g. "Which place more often follows normal kind of 
in ternat ional business practices? 
Comments (speci f ica l ly on how easy i t i s to get things 
done in Shanghai versus Hong Kong) 
4. What do you think about the development of Shanghai 
as a ma:ior f inancial centre for China and as a key 
competitor to HK? 
5. Do you see the need of stat ioning senior managers 





6. Has your company considered moving the area 




No (turn to Question 6) 
7 D〇 you foresee the presence of 2 major financial 
. centres for China locating at Shanghai and Hong Kong 
in the future? 




o D〇 you foresee privately owned banks' playing a more 
s ignif icant role (as compared to s ta te owned banks) 




Reason(s) : _ 
127 
9. a. Are there any PRC merchant banks or secur i t ies 
houses that underwrite equit ies or debts in 
China? 
b. Do they need to rely on external expertise? 
c• Comment on the PRC's merchant banking 
capabi l i t i es 
10. What areas do you consider of utmost importance to 
reform such that Shanghai could rea l ly take off as 
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